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EXECUTIVE SUMMARY 

The U.S. Agency for International Development in Honduras requested a special assessment of 
the JosC Maria Covelo Foundation (Covelo), a second-tier technical assistance organization implementing 
a component of USAID's Small Business I1 Project. The team's task was (1) to review the 
administrative, management, financial, methodological, and project implementation issues that constrain 
Covelo and the nongovernmental organizations (NGOs) it supports from achieving outreach and providing 
cost-effective services and (2) to provide the Mission with comments and recommendations for future 
activities and strategies. 

Although the program began by assisting 30 NGOs, assistance was reduced to 5 and then, this 
year, to 4 institutions. The program, although satisfactory in establishing an ongoing technical assistance 
service mechanism, has encountered difficulties in achieving viability targets because the credit component 
has not generated the income envisioned. Immense donor resources for microenterprise credit are 
available in Honduras at much more competitive terms and conditions. 

As a service provider to NGOs, Covelo has established an important track record, and its 
activities are valued by its clients, NGOs, and other donors. However, its impact has not been as 
favorable as expected because of the NGOs' lack of commitment to implement necessary changes. 
Successes were often not achieved until major changes were made in the management team or the 
composition of the board. 

Covelo's ratio of technical staff to NGOs is low compared with those of other apex institutions. 
This ratio is unlikely to improve unless personnel policies are modified. Staff are recruited with some 
technical capabilities, though not necessarily in .micro and small enterprise (MSE) finance. They then 
receive considerable on-the-job training from the USAID-funded resident advisor. Once staff are trained, 
they leave for much higher salaries. Well-trained and capable personnel are essential to a technical 
assistance organization. 

Active borrowers reached by the five NGOs number 15,147. According to current estimates of 
the size of the sector (approximately 165,000), the five NGOs reach only 9 percent of the market. The 
consultant team believes that the estimated size of the sector is in excess of 250,000 enterprises. 
Assuming this as the case, only 6 percent of the potential market is being reached. 

VILLAGE AND INDIVIDUAL LENDING METHODOLOGIES 

The NGOs supported by Covelo use different lending methodologies. The individual lending 
methodology used by Women Entrepreneurial Development Organization (ODEF), Institute for the 
Developillsilt of Honduras (IDH), and Honduran Brotherhood (HdeH) disburses loans based on character, 
capacity of repayment, and collateral (or guarantee) rather thin on group guarantees. The concentration 
of the loan officers is primarily on loan approval and disbursement. In theory, credit monitoring, 
supervision, and collection by the loan officer are integral parts of the methodology. In practice, 
however, given the limited experience of the credit officer, monitoring and supervision are not significant 
parts of the officers' activity. 

The outreach achieved by the Foundation for International Community Assistance in Honduras 
(FINCA) and by World Relief of Honduras (WRH), which use the village bank methodology, has been 



far greater than that achieved by NGOs using the individual lending methodology. The village banking 
methodology developed by FINCA (John and Marguerite Hatch, 1989) has been modified to reflect both 
the operating procedures of each of the organizations and the local economic, cultural, and social 
conditions of the target population. In number of active borrowers, village banking borrowers outnumber 
individual lending borrowers by a ratio of approximately 8: 1. At the same time, the depth of village 
banking's reach into the community has been deeper. The average loan amount ratio relative to 
individual lending is approximately 1:9. 

Experience with the village banking model has shown the following: 

A limited number of banks can gradme to the formal financial sector or evolve into self- 
financing village banks. 

Village banks are relatively easy to establish in communities that are relatively stable and 
cohesive, and very difficult to establish and maintain in the transient-filled urban areas. 

The keys to successful village banks are cohesion, leadership, and financial management. 

In Honduras, where illiteracy rates are quite high, substantial training efforts are required in 
addition to extensive supervision in the banks' early years. 

Internal account management, although considered key to the village bank methodology and 
its goals, has resulted in many cases of theft and financial mismanagement. 

ORGANIZATIONAL FACTORS 

The NGOs' boards of directors appear to be in either stage 1 or stage 2. of their evolution (Drake, 
Otero, 1992). That is, they are composed both of individuals with interest in development who set major 
parameters for operations but spend little time reviewing operations, and of private sector representatives 
oriented to self-sufficiency, but lacking strong leadership or visionary roles typical of an expansion-led 
approach. 

The organizational structure of each of the NGOs consists of a head office supported by three to 
five branches in the regions they serve. The branch offices are small - a structure appropriate for 
geographic expansion. Internal audit departments are currently being established or strengthened in each 
of the NGOs. Generally, the organizational structure of each NGO appears to be adequate for its 
operations. 

FINCA's and WRH's ratios of promoters to total personnel are strong. ODEF, IDH, and HdeH, 
in contrast, have excess administrative and supervisory staff. ODEF, IDH, and HdeH need to bring these 
ratios more in line with industry standards by expanding its operations or dismissing excess staff. 
Productivity of FINCA and WRH in terms of active clients is noteworthy; ODEF's productivity is 
adequate; HdeH and IDH have low productivity. 

All of the NGOs have encountered problems in their credit procedures. Although some are 
clearly more efficient than others, each has its own bottlenecks. Covelo is working extensively with the 
NGOs to uncover and address such deficiencies. 
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With regard to financial management capacity, some NGOs clearly possess more than others; the 
financial management capacity of all the NGOs needsstrengthening. All require some degree of ongoing 
assistance in financial planning and financial management, from consultants of the Inter-American 
Development Bank or Covelo. 

Each of the NGOs, with the exception of HdeH, has demonstrated weaknesses in human resource 
management, and these weaknesses naturally resulted in considerable turnover rates. The personnel 
turnover, in turn, has had a demonstrable impact on overall performance. The tendency is to pay low 
salaries in an attempt to achieve self-sufficiency. However, the effect is likely the opposite, because the 
effect of turnover is increased cost in terms of lower productivity, higher delinquency, and so forth. 

The computerized information system installed (or currently being installed) at each of the NGOs 
is, in its present state, adequate for the current level of operations, but not necessarily for a large-scale 
credit operation. This has been recognized by Covelo, which is. in the process of reprogramming major 
changes in anticipation of the massification plan. Changes include putting the system on-line, creating 
network capability, and so forth. Despite the above weaknesses, perhaps the most notable is the 
inadequacy of the NGO personnel responsible for the systems. The accounting systems are not used 
uniformly or effectively by the NGOs. Financial statements can be generated in a timely manner, yet 
several NGOs often experience delays of one to two months. Moreover, there appears to be little review 
for accuracy on the part of the NGOs. Information generated by the portfolio administration system 
appears reasonably reliable. 

Only WRH is operationally self-sufficient. WRH has no financial costs, and its level of loan 
losses and thus loss provisions was extremely low. If it were not for loan losses, and thus loss 
provisions, FINCA and IDH would have been very close to operational self-sufficiency (99 percent and 
93 percent, respectively). Financial self-sufficiency of the NGOs, however, was 62 percent or less. If 
they are to achieve financial self-sufficiency with the current pricing structures, inflation must decline and 
the institutions must minimize their delinquency and loan losses and streamline their operations to become 
more operationally efficient. 

RECOMMENDATIONS 

The review team recommends that Covelo do the following: 

Review its current structure at all levels to streamline its costs. 

Improve its personnel policies to reduce high NrnOVer rates. 

Reprogram its credit component. Options may include the following: 

- Establish a parallel direct lending program in Covelo using the solidarity group lending 
methodology; and 

- Establish an incentive plan that could be structured as a loan facility that capitalizes the 
NGOs; in other words, interest could be capitalized by the NGO and capital repaid to 
Covelo for use in its future activities, such as direct lending to MSEs, additional loans 
to NGOs, or technical assistance. Disbursement andlor approval could be contingent on 
meeting certain criteria established by USAID (performance incentives). 
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Establish a fee-based service, and offer those services to other clients such as donors and 
funding institutions that require efficient and competent NGOs. 

Continue to assist the NGOs in scaling up their programs (also referred to as massification), 
with a particular emphasis on credit procedures, MIS, financial management, and human 
resource policies. 

Consider adaptations to the village bank model such as: 

- Incorporating small sub-groups within the village bank, particularly in the transient urban 
areas; 

- Delay the management of the internal account until the village bank has sufficient 
experience in effectively managing its operations. Minimum experience requirements 
should be at least one year; 

- Impose a minimum reserve requirement on the savings, not only to provide the NGO 
with collateral, but also to protect the depositors. Just as banks are required to maintain 
minimum reserves to protect their depositors, so should the village banks. The reserve 
requirement should be higher in the earlier stages and slowly decline as the village bank 
demonstrates its competence. 

Ensure that the NGOs report on their financial performance in accord with generally 
acceptable standards, particularly for loan loss provisions, write-offs, and so forth. 

Carefully review salary levels and consider incentive plans. 

LESSONS LEARNED 

Lessons learned include the following: 

The institutional capacity and system development in most NGOs were much lower than 
anticipated. Thus, during the course of the project, it became clear that the goal of self- 
sufficiency for the number of NGOs originally contemplated would not be feasible unless 
Covelo's human resource base was significantly expanded. As a result, it was decided to 
concentrate Covelo's resources on those few NGOs - five at any point in time - that offered 
the best prospects for effective use of the assistance proffered. 

The impact of technical assistance is clearly affected by the NGOs' commitment to 
implementing necessary changes. For example, the management's or board members' lack 
of understanding of the benefits flowing to MSEs from effective financial and credit policies 
delayed implementation of Covelo's recommendations. Moreover, management did not 
always get involved in the implementation process because of lack of capacity or interest. 
Excessive turnover among trained personnel or the assignment of unqualified personnel to 
important tasks also complicated the training process. 

The credit component was added to the project to increase Covelo's leverage with the NGOs 
and to improve its prospects for self-sufficiency. The loans made under the credit component 



were structured to minimize risk (through the re-discount mechanism) and were priced at a 
level sufficient to cover Covelo's operating costs and the devaluation effects of inflation (as 
required by USAID). However, at the same time, other donors were offering subsidized 
funds that were structured much more loosely. As a result, the amount of funds disbursed 
under Covelo's facility was much lower than expected; hence Covelo's self-sufficiency was 
much lower than expected. 

The conditions of the credit component permit credits of up to only $300; thus, Covelo's 
ability to provide assistance with USAID funds to other NGOs is limited to a handful of 
NGOs that use the village bank model. 



SECTION ONE 

INTRODUCTION 

PURPOSE OF THE REVIEW 

The U.S. Agency for International Development in Honduras requested a special assessment of 
the JosC Maria Covelo Foundation (Covelo), a second-tier technical assistance organization implementing 
one of the Small Business I1 Project's components. The team's task was to review the administrative, 
management, financial, methodological, and project implementation issues that constrain Covelo and the 
nongovernmental organizations (NGOs) it supports from achieving outreach and providing cost effective 
services; and to provide the USAID Mission with comments and recommendations for future activities 
and strategies. USAIDIHonduras intends to use the assessment to formulate a project extension that will 
permit Covelo and selected NGOs to substantially increase their scale and outreach. 

INSTITUTIONAL SETTING FOR MICROENTERPRISE ASSISTANCE IN HONDURAS 

In the last few years, a great number of institutions have provided services to the micro and small 
enterprise (MSE) sector in Honduras. As in many developing countries, job creation in Honduras is, by 
far, one of the major socioeconomic problems. Although there is no real functioning national strategy 
for MSE development, a number of isolated initiatives have, in some instances, generated important 
results. 

Donor involvement has been active, especially through institutions such as USAID, the Inter- 
American Development Bank (IDB), the European Union, and other regional initiatives through the 
Central American Integration Bank. Most of these sources have preferred working directly through 
NGOs. However, in some cases, fund administration and project management responsibility have been 
transferred to the Honduran Social Investment Fund (FHIS) which, in turn, has channeled the funds to 
NGOs for delivery to the MSE sector. 

MSE finance has seen very little involvement from the formal financial sector and development 
finance institutions. Commercial banks have had access to rediscou~nt mechanisms but it would seem, 
from both comments and information provided, that these financial intermediaries have shown little. 
interest in attending the sector. 

Thus, in Honduras, the NGOs have become important actors in MSE development. Although 
financial assistance to the sector has a long tradition in Honduras, some of the newer programs have had 
important and, in some cases, successful experience. One of the most important has been the village bank 
programs, which, under the auspices of USAID'S Small Business I1 project, currently provide financial ' 
and technical assistance to 13,490 active village bank clients. 

USAID's Small Business I1 project, which began in 1988, included as one of its components a 
grant to the National Association of Industrialists (ANDI) to support its operation as a second-tier 
institution working to strengthen NGOs involved in supporting MSEs. In the original project, the 
sustainability of ANDI was not contemplated. A project amendment, in April 1993, transferred 



administration to Covelo, established a $1.6 million credit fund, and extended the project to 1995. The 
amendment of September 1994 increased the credit fund to $3.0 million and extended the project to 
September 1996. The addition of the credit fund was intended not only to provide liquidity to the NGOs, 
but also to provide Covelo with leverage to use with the NGOs as well as a mechanism to achieve its own 
sustainability. 

Although the program began by assisting 30 NGOs, this assistance was reduced to 5 and, as of 
this year, to 4 institutions. The program, although satisfactory in establishing an ongoing technical 
assistance service mechanism, has encountered difficulties in achieving viability targets at both the 
umbrella and the NGO level. 

COMPOSITION OF REVIEW TEAM 

The Development Alternatives, Inc. (DAI) review team was composed of two members: 
I 

Robin Bell, a permanent staff member of the Enterprise Development Group of DAI, is a finance 
and credit specialist in financial sector assessments, credit analysis, portfolio management, and business 
and project evaluation. She has consulted on projects in Asia, Africa, Latin America, and the New 
Independent States of the former Soviet Union. Prior to her work as a consultant, Ms. Bell provided 
financing to small and medium-sized businesses for more than 10 years as a commercial lending and 
venture capital officer. As Vice-president of MNC Financial, Inc. (NationsBank), she managed a 
commercial I.oan department with total funding commitments in excess of $300 million. As Assistant 
Vice-president of Perpetual Savings Bank, she originated a portfolio of joint venture investments that 
generated more than 40 percent of the division's profit. 

Bruce Heatley, a financial sector, enterprise development, and related policy specialist has 25 
years of professional and consulting experience in the United States, Central and South America, the 
Caribbean, Asia, and Eastern Europe. His extensive managerial, technical, and institutional development 
capabilities include all facets of the international financing system. Over a 25 year career in the United 
States and on long-term assignment in foreign countries, his professional experience has included senior 
management responsibilities for the planning, implementation, and operation of commercial banking and 
development finance institutions. 



SECTION TWO 

ACHIEVEMENTS AND PERFORMANCE OF COVELO 

TARGETS 

Institutional Strengthening 

Technical Assistance and Integrated Assistance Projects (IAP) 

The IAP program combined budgetary support with institutional support. During the project, it 
became clear that the goal of self-sufficiency for the number of NGOs originally contemplated was not 
feasible for the following reasons: 

Very low level of institutional capacity and system development in most NGOs, which greatly 
increased the level of effort required to reach th.!s goal; and 

Limited human resource base at Covelo. 

As a result, it was decided to concentrate Covelo's resources on those few NGOs that offered the 
best prospects for effective use of the assistance proffered. Thus, the IAP program has been directed at 
5 NGOs, with a planned expansion over the life of the project to possibly 9. The NGOs participating 
in the IAP program are the following: 

Foundation for International Community Assistance in Honduras (FINCA); 

World Relief of Honduras (WRH); 

Women Entrepreneurial Development Organization (ODEF); 

Institute for the Development of Honduras (IDH); and 

Honduran Brotherhood (HdeH) - temporarily suspended as of December 1994. 

Covelo'has concentrated in providing assistance to NG0s using the village bank model as a means 
of targeting large numbers of clients. Given the conditions of the credit component that permit credits 
of up to only $300, there is really no alternative but to target these subsistence or very low income level 
enterprises. This situation has limited Covelo's ability to provide assistance with USAID funds to other 
NGOs that do not target this type of client. Its client base is thus limited to a handful of NGOs; given 
the current constraints, this is not likely to change. 

Technical assistance services provided by Covelo cover strategic, tactical, and operational aspects. 
At the strategic level, Covelo technical personnel conduct institutional assessments, develop strategic and 
self-sufficiency plans, provide guidance in financial management, and, most recently, develop 
rnassification strategies for the four remaining NGOs. At the tactical level, Covelo provides guidance 



in operational. planning, credit procedures, and portfolio management. At the operational level, assistance 
is focused on management information systems (MIS) and internal controls. 

Covelo, as a service provider to NGOs, has established an important track record and its ~itivitics 
are valued both by its clients (the NGOs) as well as by othe~ donors. However, its impact has not beerr 
as favorable as would be expected. This is not necessarily the fault of Covelo, For example, conflicting 
interests of the managcment and board members of the NGOs havs delayed implementation of financial 
and credit recommendations. In addition, management did not always gct involved in the implementation 
process because of lack of capacity or interest. Excessive turnover among trained personnel or the 
assignment of unqualified personnel to important task. also complicated the training process. 

Training 

It was intended that Covelo would provide training to NGO staff and technical assistance in 
training methodology to NGOs. As of year end, 1994, 77 percent of the target had been met. (Refer 
to Table 1, Project Targets). However, the impact of training at both the NGO and borrower level is 
difficult to ascertain. 

Training of NGO staff has received generally favorable remarks, although some elements may 
not have been well done. However, training impact has been greatly complicated by high turnover of 
both NGO and Covelo staff. Technical assistance and funding to the NGOs for training of their 
borrowers was basically suspended in 1993. This activity was more important in the earlier stages of the 
project. 

Monitoring and Evaluation 

Monitoring and evaluation of the institutions' activities have been adequate. The reports 
generated provide useful information to the management of the NGOs. Per the data provided by Covelo, 
in excess of 80 percent of the targets had been met by December 1994. There should be no problem in 
achieving the targets expected for 1996. 

NGO Impact Targets 

There are no precise figures as to the actual size of the MSE sector in Honduras. There are some 
estimates that Covelo has made that place the number at approximately 165,000. However, the consultant 
team feels that this number is grossly underestimated and that it likely exceeds 250,000. There is a 
market study project under way in Covelo that will provide more precise information as to the actual size 
of the market. 

Eased on cutrent mtimaics or" the size of the sector (approximately 163,00@, the five NGOs are 
only reaching 9 percent of the market. If the size of the sector is in excess of 250,000 enterprises, then 
only 6 percent of the potential market is being reached. Thus, it would appear that there is ample room 
for program growth. 

As ot' year end 1994, Covelo's records indicate that the NGOs had exceeded the employment 
generation target. Given the limited time frame and scope of this study, these results were not verified. 



TABLE 1 

PROJECT TARQETS 

I. lntarnal lnatltutionol S 

I 
Original 
Targeto 

:rengthening 

Target8 New Cum. 

1. No, of NQOs Racoivod TAILoons ! N/A 

Met 
Thru 12/94 

5 

24,031 

7 1 

2. NQOs Loan Portfolio (000'alLpa. 1 N/A 

3, Training Workshops 1 60 

1,185 1,570 75% 

Target8 
Thru 9/96. 

9 

41,000 

9 2 

5, Monitoring Visita 150 139 174 80% 
r I I 

% of Taraeto 
Met 

56% 

59% 

77% 

6. Annual Performance Evaluations 1 8 1 7 8 94 83% 

!I. Integrated Management and Final 

I 
:ial Assistance Program 

Targets New.Cum. 
targets % of Targets 

Met 
Original 
Targets 

1. Integrated Assistance Projects 
(annual) 

Ill. NGO Impact Targets 

2. Trainingfrechnical Assistance 
Projects 

3. Marketing Projects 

I I I Targets I New Cum. I 

70 

2 0 

1 1 .  Employment Generation I 9,000 1 11,162 1 1 1,000 I 101% 
r 

3 1 

10 

I a. Men I NIA I 5,601 1 8,500 1 66% 
I I 1 

Original 
Targets 

2. Cumulative Number of Loans 

I b. Women N/A 1 61,377 ( 134,500 I 46% 

3 1 

10 

3. Amount of Loans(Lps.COO's) 

100% 

100% 

~ e t  
Thru 12/94 

8,125 

I I 
- 

b. Women NIA 

Targets 
Thru 9/96 

66,F78 

These activities have been discontinued. 

% of Targets 
Met 

- 

143,000 

5 1,000 

158,000 

37,000 

2,300 

23,332 

61,706 

16,391 

1,970 

r 
a. Men 

b. Women 

4. Active Loan Clients 

a. Men 

- -- 

47% 

46% 

39% 

44% 

86% 

N/A 

N/A 

7,500 

NIA 



Impact targets achieved in number of loans, amounts disbursed, and active clients are in the range of 41- 
47 percent. With the massification plan, a significant proportion of the targets could be met. However, 
since the number of active clients will have to increase more than 100 percent (in 21 months), they are 
not likely to be fully achieved. The NGOs have indicated a commitment to the massification plan, but 
many are still consolidating their operations. Thus, the expanded outreach may not occur prior to 
September 1996. 

Credit 

A $1.6 million credit component was added to the project in 1993. This amount was later 
increased to $3.0 million in 1994. The credit fund was intended not only to provide the NGOs with 
liquidity, but also to provide Covelo with leverage to use with the NGOs as well as a mechanism to 
achieve its own sustainability. The credit fund has not been sufficiently used because of the mount of 
resources currently being placed in Honduras by the different donors and institutions at much more 
competitive (or subsidized, as the case may be) terms and conditions. In response, during 1994, Covelo 
embarked on its massification program for the four remaining NGOs. The program objectives included 
expanding the NGOs outreach and improving self-sufficiency of both the NGOs and Covelo. The 
expectation is that if the NGOs expand, they will require additional resources that could be provided by 
Covelo. This strategy, although in the right direction for the NGOs, does not seem realistic for Covelo 
in terms of its self-sufficiency expectations given the immense amount of competition. Competing donor 
programs include the following, listed by donor. 

FHIS. PROCATMER is a program targeted to rural microenterprises. Total funding 
available from the European Union is $8.0 million for this program. Until last year, 
PROCATMER also provided grants for up to 10-12 percent of the loan amount to the NGOs 
for institutional strengthening purposes. Loans are disbursed with relatively little difficulty 
and at rates lower than the Covelo funds (20 percent versus approximately 25-28 percent). 
Many of the NGOs assisted by Covelo have received funding from PROCATMER. 

The PASI program also functions under the auspices of FHIS; however, PASI and 
PROCATMER function independently. PASI provides resources for urban-based 
microenterprise credit programs. Approximately $4.8 million is available from this fund. 
The fund also offered a 10 percent technical assistance fund for the participating NGOs. The 
Covelo-assisted NGOs have also tapped funds from this source. 

The FHIS programs combined have approximately $12.8 million available, of which $7.3 
million has been disbursed to more than 30 NGOs. Although the FHIS programs provide 
resources for technical assistance and institutional strengthening, they do not provide it 
directly. It would seem that they have benefitted from Covelo's program and are fully aware 
of this. They have indicated that they would consider a more coordinated approach in 
providing assistance not only to the Covelo-assisted NGOs, but to other NGOs assisted by 
FHIS. They would consider transferring resources for technical assistance to Covelo for this 
purpose. 

IDB. IDB has been active in Honduras in microenterprise credit through its small projects 
window. It has especially targeted three of the Covelo-assisted NGOs because they were 
viewed as the more reliable and stronger institutions. Two more projects are in the pipeline 
for this year. Although there have not been many advances under the Multilateral Investment 
Fund (MIF), it could potentially represent a significant source of funds for many of the credit 
programs in the future. The total portfolio that the IDB currently has in Honduras for 



microenterprise credit is approximately $1 1.0 million (including nonreimbursable technical 
assistance funds). 

BCIE-Danidla. This program funded by the Danish government and implemented by the 
Central American Integration Bank (BCIE) functions as a loan mechanism for MSEs. It was 
established initially with $2.0 million in credit and $500M (M=1,000) for technical 
assistance. FINCA, IDH, and HdeH have accessed these funds. Additional funding of $7.0 
million is expected this year. 

Others. There are other sources of funds available to the NGOs from international 
institutions such as the Inter-American Foundation (IAF) and from U.S.-based NGOs such 
as FINCA, World Relief, or Katalysis. The institutions themselves are also looking for other 
resources that, in many cases, are comparatively cheaper than the Covelo funds. 

It would seem then that the availability of resources for microenterprise credit in Honduras 
will not be a bottleneck for the NGOs. The main constraint will be the capacity of the NGOs 
to use these resources effectively - a concern mentioned by all of the donor institutions. 

For Covelo, however, this situation does pose a problem because their funds are not 
competitive with those offered by the other donors. Covelo's current pricing policies results 
in interest rates higher than most of its competitors. Moreover, the discount mechanism is 
much more burdensome on the NGOs. Interviews with the NGOs indicated that the discount 
mechanism was as much of a factor in their decision not to use the Covelo funds as its higher 
interest rate. 

INSTITUTIONAL REYIEW 

Operational Structure 

Organizational Structure and Productivity 

Covelo's personnel structure includes an executive director, 7 creditttechnical staff members, 3 
systems department staff members, and 6 administrativetgeneral services staff members. 

The services provided by Covelo's staff have undoubtedly played an important role in facilitating 
growth in the NGOs. However, Covelo's ratio of technical staff to NGOs is too low. In other apex 
institutions, this ratio would be above 2.5, that is, more than two institutions per staff member (for 
example, AGS of Colombia and Corpomicro of Ecuador). Many studies are conducted by the personnel 
and, perhaps, during the initial stage of massification, this ratio would be justified. However, in the 
future, it would be important to streamline its procedures and more closely match the monitoring and 
technical assistance provided to that actually demanded by the NGOs. 

Another area that requires a closer analysis is Covelo's efficiency and relative impact in the 
systems area. Covelo offers technical assistance to the NGOs in systems development. This is 
undoubtedly a crucial area for the NGO programs, but the NGOs have not assumed sufficient 
responsibility in establishing efficient management systems. Currently there are three people in the 
systems area. The personnel may be required although considerable reprogramming is under way. 



However, in the future, if it were more of a consulting arid technical assistance task, then only one person 
would be required. 

Efficiency and productivity in most apex organizations is as important as generating income from 
the services provided. Covelo must review its current structure at all levels to streamline its costs and 
increase productivity ratios. Moreover, as discussed below, it must review the technical capabilities of 
its staff if it is to increase its revenue gencrating capacity. 

Govemce  and Board of Directors 

Administration of the project was transferred from ANDI to Covelo in April 1993. The board 
of directors consists of members from the ANDI board. ANDI is reportedly highly regarded, and the 
board members are undoubtedly politically connected. However, the board has not appeared to 
demonstrate a particular vision with respect to Covelo's future beyond the life of the project. The 
program, and Covelo, appear to be entirely dependent on USAID. If USAID assistance were terminated, 
the sustainability of the institution would be questionable. 

Human Resources 

The personnel recruitment and training policies of Covelo appear to be adequate given the salary 
structures. Staff are recruited with some technical capabilities, albeit not necessarily in MSE finance. 
They then receive considerable on-the-job training from the USAID-funded resident advisor. However, 
policies that contribute to ongoing staff satisfaction, such as good salaries and benefits (from a local 
perspective), are deficient. As a result, Covelo experiences considerable turnover in the technical and 
MIS areas. Once staff are trained, they leave for salaries often twice that paid by Covelo. Although this 
may not result in loan losses and delinquency, as in the case of the NGOs, it certainly affects productivity 
as well as long-run viability. Moreover, it only increases Covelo's dependence on the USAID-funded 
resident advisor. Well-trained and capable personnel are essential to a technical assistance organization. 
Without well-trained personnel who can truly offer something of value to the NGOs, there will be no 
demand for its services. 

MIS 

A review of the reports prepared by Covelo and the quality of its financial reporting indicate that 
its system is both useful and adequate. The only deficiency relates to the financial information maintained 
on the NGOs. Adjustments are often made to financial statements without a particular audit trail. Thus, 
each person who analyzes the statements makes different adjustments. As a result, there are multiple 
versions of "adjusted financial statements." With the high level of turnover, nobody knows who prepared 
what or how reliable the information is, so they often start over and generate yet another version. In 
short, there is not a single reliable source document that subsequszt aaaljists cart use. Moreover, once 
the audited statements are submitted, there is no review or reconciliation. 



During 1994, 95 percent of Covelo's income was from USAID donations. Admittedly, they had 
significant net income at year end. Adjusting for the surplus, income required from USAID to cover 
operating expenses represented 92.5 percent of total expenses. 

The credit component has not generated the income envisioned, thus sustainability has not been 
a reality. Covelo embarked on its massification program with the objectives of expanding outreach and 
improving self-sufficiency of both itself and the NGOs. The expectation was that if the NGOs expand, 
they would require additional resources that cou.ld be provided by Covelo. This strategy, although in the 
right direction for the NGOs, does not seem realistic for Covelo in terms of its self-sufficiency 
expectations. An immense amount of funds is available from other sources at much more competitive 
terms and conditions. 



SECTION THREE 

PERFORMANCE OF NGOs ASSISTED BY COVELO 

FINCA, a nonprofit organization, was established in December 1990 under athe direction of 
FINCA International (FINCAII). It operates as an independent unit but maintains close relations with 
FINCAII. The mission of FINCA is to improve the standard of living of the nnor by providing financial 
services, technical assistance, and training to groups formed under the village banking methodology. 

WRH, a nonprofit, evangelical private voluntary organization, was established in July 1981 under 
the direction of World Relief Corporation (WRC). It operates as an independent unit but maintains close 
relations with WRC. The mission of WRH is to improve the standard of living of the poor, with a 
particular emphasis on mothers and children under the age of five. To that end, it has implemented 
programs to alleviate hunger and illnesses as well as economic development programs. In 1991, WRH 
initiated its village banking program in an attempt to improve the income generating capacity of women 
participating in its infant survival and community health programs. The village banking program has 
been very closely linked to WRH's health programs. An estimated 80 percent of the village banks have 
been established with women participating in WRH's health programs or other government health 
programs. Most of the remaining village banks have been established through local churches. 

ODEF was established in November 1985 with its main office in San Pedro Sula. Its primary 
goal is to improve the standard of living of the poor, particularly women, by providing support in credit 
and technical assistance. Originally established as a source of credit for individual entrepreneurs, ODEF 
expanded its methodology to include village banks in 1989. 

IDH was established in 1979 to serve the needs of individual entrepreneurs, many of them in the 
agricultural sector. To diversify and expand outreach to the disadvantaged microenterprise entrepreneur 
in Honduras, IDH made the decision to include village banking in its operations in 1990. 

FINCA, WRH, ODEF, and IDH have all indicated a willingness to participate in Covelo's 
massification program. However, although all intend to expand their operations and increase their 
outreach over the coming years, each will proceed with great caution. FINCA, ODEF, and IDH are 
continuing to "put their houses in order" and WRH is only now putting in operation a computerized 
portfolio administration system. 

HdeH is located in the city of San Marcos, one of the poorest areas of the country. HdeH is 
active in community development, particularly in health and technicd ssistmce to the agricultural and 
agroindustrial areas. Lending operations are limited to individual entrepreneurs. Despite the fact that 
it operates in a very poor area, HdeH has not demonstrated a particular willingness to expand its 
operations significantly or to reach out to poorer levels of society. Given HdeH's distance from 
Tegucigalpa, its access to financial and technical assistance resources from IDB, and its relatively limited 
expectations of growth, the relationship with Covelo was temporarily suspended by Covelo at the end of 
1994. 
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METHODOLOGY 

Individual Loans 

ODEF, IDH, and HdeH offer individual clients financing for working capital and fixed assets. 
Loans can fluctuate from $57 (Lps. 500) to $6,900 (Lps. 60,000) depending on the type of client and the 
size of its business. Loan terms range from 6 to 36 months and payments are generally required 
monthly. 

Loans are approved based on character, capacity of repayment, and collateral (or guarantee) 
rather than on group guarantees. The credit offkers, based on the information provided, review the 
credit application, inspect the business, evaluate its feasibility, and make recommendations for approval 
or rejection of the loan request. The loan officers concentrate primarily on disbursement. In theory, 
credit monitoring, supervision, and collection by the loan officer is an integral part of the methodology. 
In practice, however, given the limited experience of the credit officer, these areas are neglected. Thus, 
the institutions have hired separate collection officers for nonperforming loans as a measure to more 
effectively manage their delinquency problems. 

Each of the NGOs has established different modalities of charging interest rates depending on the 
loan amount. Rates are appropriately higher on smaller loan amounts reflected in   able 2: 

TABLE 2 

INDIVIDUAL LENDING INTEREST RATES 

c $2,300 (Lps. - 
20,000) 

Village Banking 

> $2,300 (Lps. 
20,000) 

Description of Model 

ODEF 

26% on loan amount; 
2% commission 

Four of the NGOs are cunantly using variatioas of h5e village banking methodology developed 
by FINCA (John and Marguerite Hatch, 1989). The models has been modified to reflect both the 
operating procedures of each of the organizations and the local economic, cultural, and social conditions 
of the target population. 

26% on outstanding 
balance; 2 %  
commission 

The basic model promotes the establishment of community-managed village banks. Seed capital 
is lent to the newly established bank that on-lends the money to its members. All members sign the loan 
agreement to offer a collective guarantee. The maximum loan amount for first loans is typically $50 and 

IDH 

30% on loan amount; 
3 %  commission 

HdeH 

27% on loan 
amount; no 
commission 

30% on outstanding 
balance; 3% 
commission 

-- - 

27% on outstanding 
balance; no 
commission 



the initial loan term (cycle) is four months. The village bank collects weekly loan installments and 
savings deposits from the borrowers (internal account). The village bank repays the NGO at the end of 
the cycle (external account). 

During each loan cycle, members deposit savings into the village bank's internal account. The 
internal account is used by the village banks to finance new loans and income generating activities. 
Members receive a share of the village bank profits; no interest is paid on savings. The village bank 
determines the terms and regulations for all internal account investments. The external account acts as 
a catalyst to stimulate the development of the internal account and of members' personal savings. 

When the external account loan is repaid to the NGO, a subsequent loan is made with amounts 
increasing in accord with member savings to a maximum of $300. The subsequent loan can equal the 
previous loan amount plus the cumulative amount of savings. For example if a member saves $10 on a 
$50 loan, the second loan would be $60. If the member saves another $12 on the second loan, then the 
third loan would equal $82 ($60 + $22). By the ninth cycle, if the borrower has saved the stipulated 
amount, the borrower will have reached the maximum loan amount. 

Management of the village bank is assumed by the bank's elected committee and members are 
self-selected. The model assumes that once the village bank is created and trained (four weeks), very little 
assistance from the NGO is required (Holt, 1991). 

Variations of the model implemented by the NGOs are summarized in Table 3. 

Experience with the Village Banking Model in Honduras 

Loan Limits. FINCA has incorporated elements of its experience in Costa Rica into its 
methodology. It provides loan amounts in excess of $517 (Lps. 4,500) to its members that have grown 
and require larger loan amounts. These loans are granted within the village bank structure, but such 
loans require a co-guarantor or collateral rather than the village bank solidarity guarantee. 

WRH has contemplated making individual loans to better serve those borrowers who have grown 
and require larger loan amounts and longer loan terms. However, WRH is somewhat nervous about 
venturing into individual lending. Rather, it is interested in exploring adaptations to the village banking 
model similar to those made by FINCA. 

Social Dimensions. In outreach, the village banking model has demonstrated its ability to serve 
the poorest of the poor, especially women. Although not all of the village bank members represent the 
poorest of the poor, they undoubtedly are poor. 

Experience has shown that village banks are relatively easy to establish in relatively stable and 
cohesive communities. Such has been the case for the NGOs in areas outside of the major urban centers. 
Establishing and maintaining banks in the transient-filled urban areas have proven to be much more 
difficult. In this situation, the use of peer pressure to encourage repayment has not functioned well. In 
response, FINCA has adopted the hotly debated policy that members of village banks in Tegucigalpa need 
to own a house. The purpose is to limit the problems associated with transient members. 



TABLE 3 
VARIATIONS OF THE VILLAGE BANKING MODEL 

FINCA 
-- I 

-- 

I 
- - 

WRH ODEF I IDH 

External Account 

Interest rate - 3% per 
month on loan amount; 
1 % commission. 

Initial loan limit - $92 
(Lps. 800); Maximum 
l o a n  a m o u n t  w i t h  
solidarity guarantee- 851 7 
(Lps. 4,500). With co- 
guarantor, loan amount 
can be larger. 

Borrowers make weekly 
payments to the village 
bank. External account 
payments are made 
weekly (urban) or monthly 
(rural). 

- - --- 

Interest rate - 3% per 
month on loan amount up 
front; no commission. 

Initial loan limit - $57 
(Lps. 500); Maximum 
loan amount - 8345 (Lps. 
3,000) 

Borrowers make weekly 
payments t o  the village 
bank. External account 
payments are made 
weekly 

.Loan cycles vary from 
four t o  six months. 

- -  -- - 

Interest rate - 2.1 67% per 
month on loan amount; 
2% commission. 

. Initiel loan limit - 867 
(Lps. 500); Maximum 
loan amount - 9241 (Lps. 
2,100) 

Borrowers make weekly 
payments t o  the village 
bank. External account 
payments are .made 
monthly. 

Loan cycles vary from 
four t o  twelve months. 

. Loan cycles vary from 
four t o  six months. 

Internal Account . Rural banks can use 
internal account from the 
first cycle; urban banks 
can use the internal 
account from the second 
cycle. 

Recommended Credit 
Policies: maximum loan 
amount equel to the 
amount saved; interest 
rate of 5% per month on 
the amount loaned to  
members and 10% per 
month on amount loaned 
to  nonmembers; loans to  
nonmembers should have 
g u a r a n t e e ;  m e m b e r  
borrowers should have 
good payment record; 
p a y m e n t s  a t  leas t  
monthly: loan should 
mature prior t o  external 
account loan. 

Reserve requirement of 
amount equivalent t o  2 
payments in urban areas 
and 1 payment in rural 
areas. 

* B a n k s  t h a t  h a v e  
completed their third 
cycle are permitted to  
use the internal account . 
Recommended Credit 
Policies: maximum loan 
amount equal to 2 times 
t h e  amount saved; 
interest rate of 3-4% per 
month on the amount 
loaned; payments at least 
monthly; only members 
with good payment record 
are eligible to borrow; 
terms are 6-1 2 months. 

Reserve requirement of 
50% of the savings. The 
remaining can be used by 
the village bank for ioans. 

Banks can use internal 
account from the second 
cycle 

Recommended Credit 
Policies: no maximum 
loan amount -depends on 
savings level and demand; 
interest rate of 5% per 
month on the amount 
loaned to  members and 
10% per month on 
a m o u n t  l o a n e d  t o  
nonmembers; loans 
should have guarantee or 
collateral; loan should 
mature prior t o  external 
account loan. 

. NO reserve requirement. 
Members who do not 
wish to  have savings 
invested, can maintain 
savings in commercial 
bank account. 

- - - - . Interest rate - 2 % %  per 
m o n t h  o n  l o a n  
o u t s t a n d i n g ;  3 %  
comnlission. 

Initial loan limit - $57 
(Lps. 500); Maximum 
loan amount - $345 (Lps. 
3,000) 

. Borrowers make weekly 
payments to the village 
bank. External account 
payments are made 
monthly. 

Loan cycles vary from 
two  to twelve months. 

Banks are not allowed to  
use internal accounts; 
savings are deposited in 
commerciel banks; serve 
as collateral until external 
account loan is retired. 



Evolution. Although the goal of graduation has generally been abandoned, FINCA, WIUI, and 
ODEF have had a limited number of banks that have graduated to the formal financial sector (Occidental 
Bank) or have evolved into self-financing village banks. Fourteen of FINCA's village banks have opted 
for financing at Occidental Bank, which offers lower interest rates. Savings accounts serve as collateral. 
Other banks have retired their external accounts and now finance their members' financing needs from 
savings and its generated income. No IDH banks have graduated. 

Organization and Management. At the NGO level, the model did not envision extensive 
support beyond the initial training and creation of the bank. However, as with any financial intermediary, 
significant investments need to be made in promoters, accountants, administrative staff, management 
information systems, and so forth. Although the village bank programs do spend considerably more than 
envisioned in the model, they do not seem to spend adequately in areas necessary for the successful 
operation of the programs such as human resources. 

The keys to successful village banks are cohesion, leadership, and financial management. If a 
village bank is unable' to resolve conflicts or manage its accounts, it will likely disintegrate. In the 
context of the Honduran environment where illiteracy rates are high, substantial training efforts are 
required in addition to extensive supervision in the banks' early years. Approximately 10 percent of 
FINCA's village banks disintegrated during 1994, most in early cycles. Although this occurrence may 
be partially attributable to the poor economic environment, it is more likely attributable to inadequate 
promotion and supervision efforts. 

-- - Another issue affecting village bank management is the degree of membership turnover, both 
- voluntary and involuntary. This not only has considerable implications for the NGO but also for the 
- 

- 
- - village bank. In the case of WRH, loan terms in the internal account extend beyond those of the external 
- - account. This makes it considerably more difficult to expel members from the group for 
-. nonperformance. Voluntary turnover also poses problems when too many members withdraw their 

a savings. 

- 
Supervision and Risk Management. The village b&ng model does not anticipate outside 

supervision after initial training and does not discuss risk. The basic assumption is that the community 
- will be self-regulating. This is especially true in female programs, cince women are perceived to be more 

responsible than men (Hatch and Hatch, 1989). In the case of FINCA, this philosophy has translated into 
a policy of minimum supervision and regulation of the internal accounts - funds available to the village 
bank to be managed as they see fit. This is largely because the internal accounts are considered key to 
the methodology and its goal of empowerment. The result has been numerous cases of theft ,and financial - mismanagement. 

Although WRH has also had occurrences of fraud and financial mismanagement, it has 
incorpor&ed measures to minimize risk, in additioil to frequent monitoring. First, it does not permit 
village banks to manage the internal account until after the third cycle. Second, it requires that village 
banks maintain at least 50 percent of the savings in a bank account. However, it should be noted that 
many banks have disregarded the reserve requirements. 

ODEF and IDH play a role in controlling the use of the internal accounts since the promoter's 
signature is required in addition to that of the president and treasurer to withdraw savings from the 
commercial bank account. FINCA permits greater latitude, but approval of subsequent external account 
loans can be delayed if internal account delinquency is greater than 5 percent. 



The extent of losses incurred by the village banks could not be ascertained. However, 
delinquency rates were reviewed. A random survey of 20 of WRH and FINCA village banks showed 
delinquency rates ranging from 0 to 100 percent with a median of 18.5 percent. FINCA's internal 
account statistics as of November 1994 indicated an overall average delinquency rate of 13.75 percent. 
In reviewing the records, some banks obviously appear considerably more capable than others. With 
proper training and supervision, village banks have demonstrated that they can effectively manage the 
internal accounts without excessive delinquency. 

INSTITZJTIONAL PERFORMANCE 

Scale and Outreach 

Each of the NGOs serves both rural and urban populations. FINCA's village banking program 
operates from offices in Tegucigalpa, Siguatepeque, Choluteca, Coph,  and San Pedro Sula. WRH 
operates from offices in Tegucigalpa, Catacarnas, Juticalpa, and Danli. ODEF's village banking and 
individual credit programs operate from offices in San Pedro Sula, Santa Btirbara, Villanueva, and 
Choloma. IDH operates in Tegucigalpa, San Pedro Sula, Siguatepeque, Danli, Choluteca, and Olancho. 
HdeH's operations are located in San Marcos, Santa Rosa de Coph, and Tarnbla. Although coverage 
is not national, it is indeed widespread. 

The number of active borrowers reached by the five NGOs combined totals 15,147. The outreach 
achieved by each of the NGOs supported by Covelo is presented in Table 4. Overall, the outreach 
achieved by the NGOs using the village bank methodology has been far greater than that achieved by 
those using the individual lending methodology. In terms of active borrowers, village banking borrowers 
outnumber individual lending borrowers by a ratio of approximately 8: 1. At the same time, the depth 
of village banking's reach into the community has been deeper. The average loan amount ratio relative 
to individual lending is approximately 1:9. 

Active Borrowers and Outstanding Portfolio 

All of the NGOs, with the exception of IDH, experienced significant growth during the period 
between 1992 and 1994. However, only WRH has had consistent performance. FINCA has experienced 
significant growth and has achieved the greatest outreach in absolute terms. Nonetheless, 1994 
represented a very difficult year for them. Growth occurred in 1994, but at a much slower pace because 
of disintegration and the loss of many banks to other competitors. Poor personnel perf~rrnance was the 
likely cause of problems in Choluteca, but in Comayagua (Siguatepeque) and Tegucigalpa the transient 
nature of the population served and personal security issues were the source of much difficulty. These 
areas still represent challenges for FINCA; thus, they expect to focus their expansion on the rural areas 
where cofiesioa is easier to achiwe and staff turnover is lower. 
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TABLE 4 

OUTREACH 

I FlNCA I WRH I ODEF I IDH ( HdeH 

Portfolio divided by number of active clients. 

Village Banks 

Active Clients 
-Village Banks 
-Individual Loans 

-Average Annual Growth 
(1 992-1 994) 

Outstanding Portfolio (US$OOO1s) 

-Average Annual Growth 
(1 992-1 994) 

Average Loan Outstanding (US$)* 

-Average Annual Growth 
(1 992-1 994) 

Delinquency 
-Payments > 30 days 
-Portfolio-at-Risk > 30 days 

WRH has experienced considerable growth during the past three years. However, given its 
excess liquidity, it would appear that its stance toward the creation of village banks has not been 
aggressive. This is likely due to the limitations of its manual portfolio administration system. Now that 
it is installing computerized systems, WRH expects to continue expanding its number of active borrowers 
and to more effectively serve those borrowers that have grown and require larger loan amounts and 
longer loan terms. 

For both FINCA and WRH, the growth in the portfolio has been slower than expected. This is 
due not only to disintegration, in the case of FINCA, but also to the slower than expected growth in the 
average loan amount. The average loan amount in lempiras has grown, but not necessarily in terms of 
US$, given the devaluation of the lempira. This is the result of several factors: the capacity to absorb 
additional loan amounts has been limited by many borrowers given the difficult economic situation of 
Hor?duras, many itorrowers in the older banks are reaching their loan limits, funds from internal accounts 
are available, there are seasonal fluctuations in loan demand, and the rotation of members is high. 

248 

6,538 --- 

45 % 

466 

28% 

71 

-1 2% 

6.1 2% 
8.03% 

ODEF has experienced relatively high average annual growth, but its achievements in the years 
prior to 1994 were not particularly noteworthy in total portfolio and the number of active borrowers. 
From a relatively 1o.w base of 412 borrowers in 1992, ODEF increased the number of clients to 1,762, 
of which 1,012 were village bank members (48 village banks). 

168 

5,440 
-..- 

93% 

379 

93% 

70 

0% 

1.97% 
3.35% 

45 

1,OI 2 
750 

107% 

508 

35% 

288 

-31 % 

4.33% 
19.15% 

25 

SO0 
395 

-32% 

520 

-19% 

58 1 

13% 

10.05% 
20.79% 

--- 

-.- 
51 2 

62 % 

400 

29 % 

78 1 

-25 % 

0.5% 
2.2% 



IDH's outreach has been particularly poor. Prior to 1990, its major thrust was individual lending. 
With the inclusion of a village bank program, the focus has moved somewhat from individual lending. 
Unfortunately neither program has been successful. The number of individual borrowers has declined 
from 1,367 in 1992 to 395 at the end of 1994. During the same period the number of village bank clients 
declined from 594 to 500. By the end of 1994, its total number of village banks was 25, of which only 
10 were active. The remaining banks were in an extremely high-risk situation and at the point of 
disintegration. 

HdeH's has shown considerable growth in percentage terms, but not necessarily in absolute terms. 
Individual borrowers totaled 512, up from 195 in 1992. Its growth was most notable in 1994. This would 
suggest that HdeH has become more aggressive in its promotion efforts, but only for individual lending. 
It has resisted group lending models. Although the degree of coverage in its market area cannot be 
estimated at this time, one would expect that the potential for lending to large numbers of 
microenterprises in Ocotepeque is limited. 

Delinquency 

During 1994, FINCA experienced a considerable increase in its delinquency and loan default - 
a problem for which it was not prepared since delinquency had not previously represented much of a 
problem. At year end, the total delinquency rate for payments more than 30 days past due was 6.12 
percent. The portfolio-at-risk (more than 30 days past due) was 8.03 percent. FINCA's delinquency 
rates may be comparatively higher than WRH in part because FINCA's village banks pay the total amount 
due, not just the amount remitted by the borrowers. Thus, if enough borrowers have not paid, the village 
bank does not make its payments. On the other hand, it should be noted that FINCA's delinquency rate 
was lower at year end since it had written off approximately $27,100 (Lps. 236M). 

WRH has been comparatively successful in managing its delinquency and loan default. Prior to 
participating in the program with Covelo, WRH didn't monitor delinquency of the weekly payments, 
because all of its loans at the village bank level were paid in full prior to the end of the loan cycle. Thus, 
from their perspective, they had no delinquency. During 1994, they began to monitor delinquency during 
the loan term. At year end, the total delinquency rate for payments more than 30 days past due was only 
1.97 percent. The portfolio-at-risk (more than 30 days past due) was only 3.35 percent. it should be 
noted that WRH experiences significant delinquency of less than 30 days. This is primarily due to the 
method of payment: the village banks remit weekly the amount that is collected from the borrowers for 
principal and interest, not the total payment due from the village bank. The vast majority of the banks 
have delinquency less than 30 days since at least some of their borrowers are behind on their payments. 

Delinquency has represented even greater problems for ODEF and IDH. The management and 
staff at both ODEF and IDH, until 199314, viewed their operations as social programs and had little 
concern for repayment. Efforts were made to reverse their downward spiral and, by the end of 1994, 
the deiiqumey ratios for both were considcrabiy reduced - in part because of improved collectlon 
efforts and in part because of the write-offs of loans more than 180 days past due. It should be noted 
that historically more than 25 percent of the loans written off have subsequently been recovered. ODEF's 
vrite-offs of nonperforming loans during 1994 totaled approximately $36,400 (Lps.316.6M). IDH's 
write-offs of nonperforming loans during 1994 totaled approximately $69,000 (Lps.600M); this amount 
included loans that had been past due since 1992. Even after the write-offs, their delinquency and 
portfolio-at-risk ratios are comparatively higher, but the loan terms are considerably longer than those 
of village banks. Delinquency and portfolio-at-risk ratios for loans more than 90 days past due are 
considerably lower. 



HdeH's delinquency and portfolio at risk ratios are quite low (0,5 pcrcent atid 2.2 perccnt, 
respectively), and are within internationally acceptable ranges. 

Credit Procedures 

All of the NGOs have encountered several problems in these areas. Although some are clearly 
more inefficient than others, each has its own bottlenecks. Covelo is working extensively with the four 
NGOs that will be participating in the massification program to uncover and address+such deficiencies. 

Promotion, Analysis, and Approval 

The requirements of managing scale efficiently leave little room for variation in processes. 
Activities must be highly standardized and efficient. FINCA and WRH have been consistently using a 
defined methodology with relatively few changes in the past couple of years. ODEF and IDH, on the 
other hand, have had to change their village bank methodology significantly. They are now implementing 
models much more closely aligned with that of FINCA. Methodological issues aside, the credit 
promotion and analysis process itself has not been uniformly applied in any of the NGOs. Despite the 
existence of stated policies, they have often been disregarded. For example, members' activities were 
not verified, the existence of members or village banks were not verified, groups were hastily formed 
that lacked cohesion, and so forth. Measures are being taken at all of the NGOs to improve the promotion 
and credit analysis procedures. 

The credit analysis and approval processes for individual lending appear to be adequate in each 
of the NGOs given that they were essentially developed by Covelo. Loans are approved based on 
character, capacity of repayment, and collateral (or guarantee). However, in the case of IDH, the 
processes, which they in theory have in place, have not been adequately used. 

Despite the progress made, the credit approval processes of the NGOs still exhibit certain 
bottlenecks that will need to be addressed to increase efficiency. As part of the massification plan, 
Covelo is working with each to streamline and improve its loan approval process. For example, despite 
FINCA's relative efficiency, its credit approval process can be somewhat lengthy and time consuming. 
All loan approvals are made at the head office and, as mentioned above, if the village bank loan is greater 
than $2,300 (Lps. 20,000), it has to be approved by the credit committee that includes outside board 
members. The effect is that approval of subsequent loans (the third) ironically takes longer than initial 
loans. 

Documentation and Disbursement 

Loan dwurantatiaa tiid dis5uzsemeat appear adequate in each of the NGOs. However, it should 
be noted that in some cases the disbursement processes represent insufficient control or deficiencies. For 
example, in rural areas where transactions at the village bank level are conducted in cash, reportedly 
because checking accounts require a minimum balance of $1 15 (Lps. 1,000), there is greater exposure. 
This not only represents a risk to the village bank for security reasons, it represents exposure for the 
NGO when viewed in relation to the general lack of supervision and internal audits. Another example 
is inadequate control over loan disbursement; who, in other words, is responsible for preparing and 
signing the checks. 



Suparvlaloti, Follow-Up, m d  Collection 

Under the village banking model, the board of directors fulfills the role of supervising and 
collectirlg payments from its members. The promoter is responsible for supervision of the village bank 
and callection of the louns at the NGO level. The promoters have been widely criticized for their 
inability to manage groups, their deficiencies in forming groups with sufficient cohesion, and so forth. 
f.Iowever, supervision at all levels has represented a problem for the NGOs. Although measures are 
being taken to improve the situation, much needs to be done, including but not limited to increased 
training of personnel. In addition, one would think that it must be very difficult to supervise and support 
field operations with no telephones in the field offices. Management is forced to rely on periodic visits 
or staff meetings, and thus only the offices with the "largest fires" 'receive visits or support. 

Collection at the village bank level has been problematic in some cases. IDH tended to focus its 
collection efforts more, on the individual level than on the village bank board of director (group) level. 
FINCA would appear to be moving in this direction as well. Prior to 1994, FINCA had not experienced 
significant delinquency problems and thus it was ill equipped to deal with them. Hcwever, the temptation 
to overreact should be resisted - the focus of collection efforts should remain at the board of director 
level. 

With respect to method of payment, WRH's promoters, with few exceptions, col!ect the 
payments. The promoter issues the bank an original receipt for mounts received. This lack of control 
has resulted in fraud and improper behavior of some promoters such as failure to t u n  in cash receipts 
or to deposit savings on behalf of village bank. With the exception of FINCA, the NGOs have resisted 
requiring the village banks to make payments at their commercial banks. FINCA's system has its costs 
in terms of the borrowers' transaction costs and so forth, but the costs of not having it can be 
considerably greater. 

Supervision, follow-up, and collection for individual lending has not been without its problems. 
Supervision of the borrowers has often been weak in the case of ODEF and IDH, partially because of 
the technical deficiencies of the credit officers who did not have the necessary experience to analyze the 
situation of the borrower objectively and make appropriate recommendations. Collection procedures in 
these organizations, which had been seriously deficient, has shown marked improvement as is evidenced 
by the improvement in their delinquency rates. This has been achieved by hiring separate collection 
officers for nonperforming loans since the credit officers were ill-equipped to deal with delinquency. 

Operational Structure 

Organization and Productivity 

The argmkati~nd structure of ea~h of the NGOs c~nsists of a head ofice supported by &ee to 
five branches in the regions they serve. The branch offices are small - a structure appropriate for 
geographic expansion. Departmental functions, for the most part, include the executive director, the 
department of finance and administration, and the programjcredit department. Internal audit departments 
are currently being established or strengthened in each of the NGOs. 

The organization of each NGO appears to be adequate for current operations, but needs to be 
strengthened prior to expansion. Lines of authority seem appropriate. However, the established 
hierarchy and organizational verticality might be hindering efficient internal communications. An example 



of this might be the highly centralized operations and decision-making procedures of the institutions that 
grant almost no authority to the lower chain of command or operational staff. ODEF refers to its 
branches as "application takers." FINCA's senior management approve all loans less than Lps. ($2,300) 
(amounts greater than this must be approved by the credit committee that includes two board members). 

Successful programs have adopted structures that incorporate the following: 

A characteristic pattern of small, standardized, and replicable retail outlets; 

A head office that acts simultaneously as a service provider and as a control mechanism; 

Decentralization of many routine functions, including loan approval authority; 

Efficient internal communications that constantly review policies and procedures based on 
feedback from internal sources (staff) as well as from exTerna1 sources (clients); and 

Training and logistical support of branch personnel so that authority can be extended to this 
level. (Rhyne, Rotblatt, 1994) 

The relationship between the organizational structure and productivity is presented in Table 5. 

TABLE 5 

STAFF PRODUCTIVITY 

Number of promoters' 
Number of individual loan 
officers" 
Total staff 

Village banks per promoter' 

HdeH 

*-- 

6 
2 2 

WRH 

2 1 
--- 

I 

3 2 

Number of active clierlts 
-per total staff 
-per promoter* 
-per individual loan officer 

Active portfolio (US$OOO1s) 
-per total staff 
-per promoter' 
-per individual loan officer 

ODEF 

4 
6 

29 

Includes supervisors that directly manage village banks. 
* *  Includes 2 collection officers that directly assist loan officers (ODEF, HdeH). 
"' Overstated - actually only 10  banks are active or 5 per promoter. 

IDH 

2 
12 
40 

FINCA's staff at year end totaled 38 (plus two nonpermanent IDB advisors). Its ratio of 
promoters to total personnel (63 percent) is strong and overall productivity is noteworthy, even though 



it is below its own targets: 12 village banks per promoter in Tegucigalpa and 14 village banks for areas 
outside of Tegucigalpa. The caseload of the supervisors also appears to be low. The supervisor in 
Tegucigalpa oversee, approximately 80 village banks whereas several of the rural supervisors oversee 
considerably less. Efficiency must be emphasized at all levels, not just at the promoter level, arid the 
head office needs to play more of a role of support rather than just one of control. 

WRH's staff at year end totaled 32. Its ratio of promoters to total personnel (66 percent) is 
strong and overall productivity is noteworthy despite the fact that it is below their own targets. WRH 
is currently undergoing a modest restructuring mostly as a consequence of the., installation of a 
computerized portfolio administration system. In the past, the program manager's effectiveness and 
support to the field operations was greatly hampered. The recent promotion of a senior promoter to 
supervisor and the installation of a management system should greatly improve his ability to monitor and 
support the operations - to manage delinquency or monitor performance of promoters and regions, for 
example. It is also expected that the field staff will become more efficient since they will no longer be 
required to maintain the manual system. 

ODEF's staff at year end totaled 29 (plus 2 advisors). Productivity of the promoters and loan 
officers appears adequate. However, ODEF has excess administrative and supervisory staff - promoters 
and loan officers account for only one-third of total personnel. As ODEF expands, this ratio should come 
more in line with industry standards. 

ODEF has been undertaking a major restructuring, a move that is beginning to indicate a return 
to acceptable practices. The executive director who died was replaced by a member of the board of 
directors. Other staff changes were made, including the addition of a credit department advisor funded 
by IDB. New procedures and controls were put in place. 

IDH's staff at year end totaled 40. Productivity at every level is extremely low. The productivity 
ratio of the village bank promoters is distorted by the fact that IDH actually has only 10 active village 
banks. IDH needs to bring its ratios more in line with industry standards either by expanding its 
operations or dismissing excess staff. 

IDH has encountered considerable problems during the past few years because of the lack of 
competent management as well as the general disregard of systems and control put in place with the 
assistance of Covelo. In management and supervision, IDH had no executive director during the first 
six months of 1994 and was without a deputy director for four months during the same period. In June, 
a new executive director who was previously a member of the board of directors was appointed. Shortly 
thereafter a new credit department supervisor was hired who also acts as the deputy director. With 
assistance from Covelo, IDH has been undergoing a major restructuring of its entire operations. 
Although progress is being made, IDH is in the early stages of transition with considerable restructuring 
to be done before an upward trend can be determined. 

NdeH's staff at year end totaled 22. Productivity of the promoters and loan officers appears low, 
but given that its operations are predominantly rural, productivity may not be as low as appears at first 
glance. HdeH also has excess administmtive ax! sqervisory stdf - lo2n officers zccount for only 27 
percent of total personnel. HdeM needs to bring this ratio more in line with industry standards either by 
expanding its operations or dismissing excess staff. 



- Governance and Board of Directod 
- 

All of the NGO boards appear to be in either stage 1 or stage 2 of their evolution, as described 
in Alchemists for the Poor: NGOs as Financial Institutions. Stage 1 is described as a homogeneous board 
composed of individuals with interest in development and volunteerism; boards set major parameters for 
operations, but spend little time reviewing operations; and governance issues for boards are not well 

- defined. Stage 2 is characterized by some private sector participation on boards; with few exceptions, 
boards do not exhibit strong leadership or visionary roles, but are oriented toward self-sufficiency and 
long-term viability (Drake, Otero, 1992). FINCA's board is oriented toward self-sufficiency and long-run 
viability, but does not exhibit the strong leadership or visionary roles typical of an expansion-led 
approach. WRH's board demonstrates characteristics of both stages 1 and 2. The other boards appear 
to be fundamentally in stage 1 with some characteristics of stage 2. 

FINCA's board of directors consists of the executive director of FINCAII and other professionals 
from the rotary club, credit granting NGOs, and the formal financial sector. The board meets each 
month, but the president (FINCAII) only attends once every three months. From conversations with the 
board, they appear to actively oversee FINCA's operations. They are oriented to self-sufficiency but are 
cautious and nervous about the proposed massification plan. 

WRH's board of directors is comprised of professionals from its general assembly (principally 
ministers, doctors, agronomists, and other development professionals). Only one member has a 
background relevant to credit, the director of IDH. The board participates in approving plans, controlling 
costs, and so forth, but is generally not involved in operations. Meetings occur every 2-3 months. 

ODEF's board of directors approves major issues but the board members are not otherwise active. 
Two exceptions include a Tegucigalpa attorney who has direct access to donor agencies, particularly IDB. 
The other is a San Pedro Sula resident who signs on ODEF's bank accounts and is at ODEF's main office 
on a daily basis. Meetings occur every three months unless otherwise required. One issue that might 
be reviewed concerns the role of one member of the board who is also a staff member working as a 
technical advisor to ODEF's USAID-funded environmental sub-project. 

IDH's board of director, like that of ODEF, reportedly plays a very small role in the management 
of the NGO and otherwise provides little support. Given the financial deterioration and overall 
performance of the institution, this is not surprising. HdeH's board of directors, according to the 
executive director, is particularly active and supportive of HdeH's activities. However, they are not 
particularly oriented toward self-sufficiency. 

Financial Management Capacity 

The financial management capacity of all the NGOs needs strengthening. All require some degree 
of ongoing assistance in financial planning and financial management be it from the IDB consultints or 
Covelo. The assistance rtquired extends beyond planning for self-sufficiency per se. As is evident from 
the above, liquidity management has not been particularly effective. 

Despite some of FINCA's weaknesses, its financial management capacity appears to be the 
strongest among the NGOs. However, a potential cause for concern is the planned transfer of FINCA's 
manager of finance and administration to FINCAIMexico in late March. The administrator will assume 
the manager position, the accountant will become the administrator, and the accounting assistant will 
become the accountant. A mitigating factor in this transition is the IDB financial management consultant 



who provides them with hands-on assistance in financial planning, monitoring and evaluation, and 
accounting. 

* WRH's financial management capacity is limited and needs to be strengthened prior to scaling 
up, The manager of finance and administration appears to be knowledgeable of the operations and 
competent, but will need additional assistance to effectively manage the financial operations of a large- 
scale credit program. WRH relies on Covelo to prepare most of its financial plans and projections. 
Undoubtedly, the self-sufficiency plan has had support of top management and has been an important 
instrument in management, but management does not prepare its projections. Nor have they made 
projections to determine financing needs for expansion. Admittedly, WRH has excess liquidity at the 
moment, but there is little long-range planning. 

The progress made by ODEF to turn around an institution drifting toward financial extinction 
would indicate that current management has some financial management capacity. Although the executive 
director does not have extensive financial experience, she reportedly takes an aggressive approach to 
ensuring effective control. The IDB credit advisor (who will become permanent staff in April) does have 
previous financial experience and is well grounded in the financial and administrative issues of ODEF. 
However, despite their capabilities, they too lack the necessary training to effectively manage the financial 
operations of a large-scale credit program. 

With IDH in the middle of a reorganization, it is difficult to judge the management's financial 
capacity. As stated previously, new management is in place and systems are now being utilized, but it 
will be some months before there are discernable results. The new executive director, an economist by 
training and an accountant by profession, may have the capability to effectively oversee the restructuring 
of internal operations, but not necessarily that required to manage a large-scale operation. Interviews 
with management gave the team the impression that all efforts are currently being directed to internal 
activities. The search for new financing, for example, appears to be on hold until current activities are 
stabilized. Although this is certainly warranted, the goals of expanded outreach and sustainability will 
remain out of reach until additional resources are secured to expand the loan portfolio. 

HdeH's financial management capacity was not assessed because of the limited time for 
interviews. However, it is expected that capacity is adequate for the limited size of its operations. Any 
weaknesses will likely be addressed by the IDB advisors who provide technical assistance to HdeH. 

Human Resource Management 

Personnel recruitment policies of successful microenterprise finance institutions show a preference 
for young recruits with relatively good educational achievements. In-service training of recruits is 
provided through programs that mobilize the existing staff to convey knowledge, particularly the 
corporate values and job-specific procedures. Policies that contribute to ongoing staff satisfaction include 
good salaries and benefits (from a local perspective), good career prospects, and effective systems for 
dealing openly with staff as well as for detecting and dealing properly with any fraud by employees. 
Together these policies result in high morale and low turnover rates (Rhyne, Rotblatt, 1994). 

Based on the experience of successful institutions, it is easy to see the important link between 
human resource policies and overall institutional performance. Each of the NGOs assisted by Covelo, 
with the exception of HdeH, has demonstrated weaknesses in human resource management and this has 
naturally resulted in considerable turnover rates. The personnel turnover, in turn, has had a demonstrable 
impact on overall performance - on, for example, delinquency, productivity, and sustainability. 



FINCA has experienced relatively low turnover in administrative and managerial staff. Key 
management has been with the organization for several years. Thus, FINCA has developed a 
comparatively strong financial and operational managerial capacity. The turnover at the promoter level, 
on the other hand, has been excessive and has undoubtedly contributed greatly to FINCA's problems in 
1994. 

Previously, FINCA tended to hire promoters with experience. They were expected to manage 
24 village banks each and were paid, on average, $138 (Lps. 1,200) per month. When FINCA took the 
decision to decrease the workload to 12 village banks, salaries of new promoters were reduced to $69 
(Lps. 600). At this salary level, promoters with no experience were hired. Turnover became rampant. 
In response, FINCA began to hire more experienced promoters at higher salary levels. Those at the 
lower levels are naturally requesting raises. The salary issue has undoubtedly demoralized many 
promoters and will continue to do so in the foreseeable future. 

It should be noted that the salary policy was not the only factor contributing to the turnover at 
FINCA. Female promoters in Tegucigalpa, for example, are continually exposed to personal security 
risks when taking public transportation to the marginal neighborhoods, In addition, sufficient training 
on corporate values and job-specific procedures was not provided to the promoters, nor were they 
adequately supervised. To its credit, FINCA has attempted to provide career opportunities to some of 
the better promoters by promoting them to supervisor. But good promoters have not necessarily made 
good supervisors. Efforts are now being made to provide training to the supervisors. 

WRH has experienced significant turnover in both its administrative staff and its field staff. Key 
management has been fairly constant for several years with the exception of the manager of finance and 
administration, who left but then returned in 1994. In the Tegucigalpa office, three of the administrative 
staff members and eight of the promoters have been with the company for less than six months. 
Although some of the staff have resigned, others were forced to leave because of fraudulent or improper 
behavior or inadequate performance during their two-month "legal" probationary period. 

ODEF and IDH have also experienced significant personnel turnover prior to and during 1994. 
Their restructurings have resulted in new executive directors, who were previously members of their 
respective board of directors, as well as new credit department managers. Staff turnover at other levels, 
although not excessive, has had an impact on the quality of the financial management as well as the 
management information systems. On several occasions, Covelo has provided training in the systems 
area, but each time an employee leaves, Covelo again has had to provide training. 

The salary levels of WRH, ODEF, and IDH are competitive with other NGOs. Although NGO 
salary scales were not formally compared with other private sector jobs, anecdotal evidence suggests that 
the NGO salary scales are considerably lower - in some cases, 9s much as half. Thus, NGO personnel 
have had access to other opportunities. 

The computerized information system installed (or currently being installed) at each of the NGOs 
is, in its present state, adequate for the NGOs' scale of operations, but not for a large-scale credit 
operation. This has been recognized by Covelo, which is in the process of reprogramming major changes 
in anticipation of the massification plan. Changes include putting the system on-line, creating network 
capability, and so forth. Despite the fact that changes need to be made, the portfolio administration 
system and impact statistics module of the system, if properly used, can serve an important function. For 



example, delinquency reports can be generated by region, fund, program, promoter, economic activity, 
type of credit, amount, and year approved. The limitation is that they aren't available on a daily basis, 
because the system is not on-line. 

Obviously, computerization alone does not make an effective information system. Effective 
information systems require the following elements: accuracy, timeliness, relevance to management 
decisions, and availability to the people who need them (Rhyne, Rotblatt, 1994). Based on these criteria, 
the NGOs' information sys tems, with the exception of FINCA, are inadequate. 

Accounting/Financial Statements 

Covelo has installed a fund accounting system in each of the NGOs with the exception of WRH. 
The installation at WRH is expected to occur shortly. The weaknesses detected in the accounting systems 
are at the human level; the NGOs do not use them uniformly or effectively. Another weakness is that 
summary statements are not generated by activity, given the complexities of combining this with fund 
accounting. This makes it difficult for management to quickly assess the performance of a specific 
program such as credit or training. 

Financial statements can be generated in a timely manner, as is evidenced by FINCA. Yet the 
other NGOs often experience delays of 1-2 months. Moreover, there appears to be little review for 
accuracy by the NGOs, again with the exception of FINCA. They prepare the financial statements for 
donors rather than for managerial purposes. Although HdeH is responsive to Covelo's recommended 
corrections, subsequent statements consistently have new errors. ODEF's and IDH's statements also 
continue with errors despite the fact that they appear to have capable accountants. 

All of the NGOs adopt accounting policies that distort their financial situation. For example, at 
the recommendation of Covelo, each of the NGOs wrote off loans during 1994. However, loan loss 
provisions and write-offs are not made according to internationally accepted standards. Write-offs and 
loan loss provisions during 1994, for the most part, were applied directly to equity and were not reflected 
as provision expenses on the income statement. This treatment may be justifiable for loans that were 
nonperforming and should have been classified as losses in previous years, but not for losses generated 
by loans that only became nonperforming in 1994. A key difference between FINCA, ODEF, and IDH 
is that write-offs for IDH and ODEF included delinquencies (losses) from several years, whereas 
FINCA's write-offs were, for the most part, 1994 losses. Another example is the overstatement of 
balance sheet assets and liabilities. Because each NGO has a fund accounting system, they register as 
accounts receivable (or accounts payables) funds lent (or borrowed) from one "fund" to another. 

Other examples of accounting policies peculiar to particular NGOs that distort the financial 
situation include the following: 

FINCA's accounts for capitalization of interest income received on earlier FHIS loans by 
qp!ying it directly to tho equity aamint. Said aiiwints ars mt rsgistered as income on the 
income statement; and 

WRH's statements, at present, do not conform to generally accepted accounting principals and 
are inadequate for a credit program. The income statement is a flow of funds system - it 
registers all inflows, including loan repayments, and outflows, including the purchase of fixed 
assets. The balance sheet does not include any fixed assets reportedly at WRC's direction; 



Portfolio Administration System 

The current weaknesses of the Covelo portfolio administration system have been described above. 
FINCA, ODEF, and IDH each use this system with adequate results. Although there are frequent input 
errors, these are resolved at month end. Information generated by the system seems to be reasonably 
reliable. 

WRH's portfolio administration system, on the other hand, has been entirely manual until very 
recently. The computerized system is only now becoming integrated into its operations. This should 
greatly enhance WRH's capacity to expand. HdeH uses a system installed by PROCATMER. According 
to Covelo, this system has several deficiencies. Covelo has attempted repeatedly to install its system, but 
until now, HdeH has resisted. Given that they have a fairly small portfolio with low levels of 
delinquency, are receiving technic21 assistance from IDB, and are no longer receiving technical assistance 
from Covelo, there is really not much cause for concern. 

Financial Aspects 

To analyze the financial performance of the NGOs, data was gathered from both the NGOs and 
Covelo: three years of financial statements, portfolio reports, and so forth. Although the supporting 
documentation tends to contain many errors, audits have indicated that the statements reflect operations 
in all material respects. That said, several adjustments were required. First, although the balance sheet 
reflects the total assets and liabilities of the organization, the income statement does not include costs 
associated with other programs such as health or community development. Other adjustments required 
were those related to loan loss provisions and reserves (FINCA, ODEF, IDH, and HdeH). The policies 
of the NGOs with respect to setting provisions were erratic: for example, 1 percent of outstanding 
portfolio in 199213, then 5 percent (FINCA). Thus, Covelo's recommended policy of 3 percent of the 
outstanding portfolio was applied to smooth out the required loss provisions. Loan write-offs taken by 
ODEF and IDH in 1994 were evenly spread across 1992-1394 because the write-offs actually represented 
losses from previous years; the exact amount for each year was unavailable, and thus the proxy was used. 
Imputed capital costs - the cost of maintaining the value of equity and subsidies from concessionary 
loans, net of fixed assets, from the devaluation effects of inflation - were calculated. The assumed 
inflation rate for 1994 was 28.6 percent (the difference between the year end CPI index for 199314 
divided by the base year of 1993). Financial statements for 1992-1994 are presented in Annex A. 

Financial Structure 

- Leverage. At present, the financial structure of all of the NGOs consists of equity (generally 
funded by donations) and loans from local sources such as FHIS. Donations have funded operating costs, 
fixed assets, and investments in the portfolio. Loans from local sources have been at interest rates above 
or reasonably proximate to the average inflation rate. Although the rates charged have been lower than 
corrmrcial interest rates, such lwns canmt really & eomidered "quasi-equity." Tiey are using the 
NGOs to channel funds. They are not capitalizing them in the manner that the IDB does, in other words, 
by providing loans with a 40-year term, 10-year grace period, 1 percent commission plus 2% percent 
administration charge, and so forth. To the contrary, they have imposed interest rate ceilings on the 
loans with allowable spreads insufficient to cover the NGOs' operating costs. Although funding from 
these sources represent leverage, it is not on commercial terms and conditions. 



For a financial intermediary of any sort, one of the most important measures is the relationship 
between its capital (equity) to both liabilities and assets. The institution must maintain sufficient capital 
to absorb any losses it incurs. At the same time it must also be able to accumulate liabilities as a means 
to on-lend resources to clients, that is, leverage their capital base. In many instances, banks or other 
financial intermediaries can leverage their capital up to 10 times or more. An NGO must also be in a 
position to leverage capital for it to grow; however, not in the same magnitude as a bank. The capital 
ratios at year end for the NGOs are reflected in Table 6. 

Liquidity. Liquidity management is an important and decisive area in any financial institution, 
because there must be adequate management of assets and liabilities to effectively meet the needs of the 
institution, particularly its credit demand. The surest way to undermine a credit program is to suspend 
credit disbursements because of a liquiddty crisis. On the other hand, excess liquidity negatively affects 
profitability as well as outreach, given that the funds can be more productively used by investing them 
in a performing portfolio. 

TABLE 6 

CAPITAL RATIOS 

I FlNCA 

A s  of November 1994 

Liabilities to Equity 

Equity to Total Assets 

The liquidity of each of the NGOs is presented in Table 7. In terms of liquid assets to total 
assets, WRH would appear to demonstrate excess liquidity. However, a portion of the funds clearly 
pertain to other programs. Such is the case for each of the NGOs that, at any point in time, have a 
significant amount of unearned income - donations funded for a particular purpose that have not yet been 
spent (earned). Thus, liquidity is far lower than it would appear at first glance. 

WRH' 

In other cases, such as in that of IDH, $296M is restricted in its utilization. IDH received funds 
from IAF for on-lending to agricultural cooperatives at 7 percent. Only a portion of these funds have 
been disbursed, partly due to delinquencies on loans already disbursed. Although the balance is carried 
on the books as "portfolio in trust," it is held in an interest bearing account for the sole benefit of IDH. 
According to the agreement with IAF, IDH retains only 3.5 percent of interest earned on loans disbursed; 
the balance is paid to another entity that provides technical assistance to the cooperatives. Interest from 
undisbursed funds (currently 18 percent) is not shared with the other entity nor is penalty interest earned 
on payments past due but subsequently collrcted. 

-44: 1 

69% 

The current ratios for the NGOs are relatively high not only because "restricted" funds are 
included, but because much of the portfolio is short term. The NGOs that make individual loans do not 
separate the short-term from the long-term loans; thus their ratios are clearly overstated. The only NGO 
with a dangerously low current ratio is HdeH. A relatively high level of debt must be repaid this year. 
Although $48,275 pertains to a construction loan, approximately $139,000 is payable to FHIS. 
Presumably, the portfolio financed by FHIS will be refinanced with the IDB donation. 

ODEF IDH I HdeH 

.04: 1 

96 % 

3.721 

21 % 

3.63: 1 

22% 

2.14:1 

32% 



TABLE 7 

LIQUIDITY 

As of November 1 994 

Self-Sufficiency 

- 

Liquid Assets to Total 
Assets 

Current Assets to Current 
Liabilities 

i 

The self-sufficiency ratios and the relationship between income and expenses relative to the 
NGOs' average portfolio is presented in Table 8. The method of calculating average portfolio (adding 
the beginning balance and ending balance, then dividing by two), perhaps distorts the results somewhat, 
but not necessarily the conclusions. Given that write-offs, for example, were mostly taken at the end of 
the year, monthly adjusted balances were not available. 

Operational self-sufficiency is defined as total income from operations divided by actual financial 
and operating costs (including loan loss provisions). Financial self-sufficiency includes the imputed 
capital costs, that is the costs of inflation. Based on the above, only WRH is operationally self-sufficient. 
WRH has no financial costs and its level of loan losses, and thus loss provisions, was extremely low. 
If it were not for loan losses (and thus loss provisions), the operational self-sufficiency ratio for FINCA, 
ODEF, and IDH would have been 99 percent, 74 percent, and 93 percent, respectively, in 1994. HdeH 
did not have write-offs and thus its operation self-sufficiency would be unchanged (46 percent). 

HdeH 

11% 

1.78:l' 

FlNCA 

6% 

4.8: 1 

ODEF 

12% 

2:41:1 

TABLE 8 

WRH' 

37% 

12.6: 1 

IDH 

17% 

3.46: 1 

FINANCIAL PERFORMANCE 

I FlNCA I WRH' I ODEF I IDH I HdeH I 
1 I I I 

Average Yield on Portfolio" I 39.0% 42.7% 40.7% 21 -5% 21 .O% 

(-1 Actual Financing Cost Ratio' 

Gross Financial Margin 

(-1 Operating Cost Ratio' 

Operating Margin 

(-1 Imputed Capital Costs* 

As of November, 1994. lncludes only financial income from loans Expressed as a percentage of the average portfolio 
(beginning balance plus ending balance divided by 2) lncludes total income from operations 

Net Margin (Inflation Adjusted) 

Operational Self-Sufficiency"" 
Financial Self-sufficiency 

7.3% 

31.7% 

43.8% 

-12.1 % 

22.2% 

-34.3% 

87% 
61 % 

0.0% 

42.7% 

44.7% 

-2.0% 

31.4% 

-33.4% 

105% 
62% 

2.7% 

18.8% 

29.0% 

-10.2% 

30.0% 

I 

6.6% 

34.1 % 

56.9% 

-22.8% 

27.5% 

11.5% 

9.5% 

40.9% 

-31.4% 

18.7% 

-50.3% 

69% 
48 % 

-40.2% 

80% 
41 % 

-50.1 % 

46% 
34% 



To evaluate break-even levels, two variables are considered - the required yields (interest rates) 
and the portfolio outstanding, Based on the current cost levels, both the break-even portfolio and the 
required yields have been calculated and are presented in Table 9. The break-even portfolio is calculated 
by dividing current operating costs (plus imputed capital costs in the case of financial self-sufficiency) 
by the gross financial margin. The required yield is simply the sum of the cost ratios presented above. 

With the exception of HdeH and ODEF, the NGOs' theoretical effective interest rates could 
technically cover all of their operating costs as well as most if not all of the imputed capital costs. 
However, in practice, the actual yields will always be lower because of delinquency (slowness of 
payments), loan losses, idle funds, and so forth. Thus, although their current pricing policies may be 
adequate for operational self-sufficiency, assuming they decrease their operating costs, particularly their 
loan losses, they will not be adequate for financial self-sufficiency unless the inflation rate decreases. 
Unless HdeH changes its pricing policy, it will not likely achieve even operational self-sufficiency, 

TABLE 9 

BREAK-EVEN ANALYSIS 

FlNCA 
- - -- - - -- - 

Required Yield on Portfolio 
- Operational Self-sufficiency 
- Financial Self-sufficiency 

Current Portfolio 

Break-Even Portfolio (US$ 
000's) 
-Operational Self-sufficiency 
-Financial Self-sufficiency 

WRH ODEF IDH HdeH 
- -- 

51.1% 
73.3% 

466 

623 
939 

- 

44.7% 
76.1 % 

379 

287 
489 

-- 

63.5% 
91 .O% 

508 

525 
778 



SECTION FOUR 

CONCLUSIONS AND RECOMMENDATIONS 

Programs 

Based on the analysis of the institutional setting as well as the funding sources available for 
MSE credit in Honduras, MSE assistance is expanding mainly through the participation of 
specialized NGOs and funding mechanisms are in place to promote and finance these varied 
initiatives. Moreover, sufficient market demand exists to justify Covelo's massification 
strategy. 

Covelo as a service provider to NGOs, has established an important track record and its 
activities are valued both by its clients, the NGOs, as well as by other donors. 

As of year end 1994, the NGOs had exceeded the employment generation target. Impact 
targets achieved in number of loans, amounts disbursed, and active clients are in the range 
of 41-47 percent. With the massification plan, a significant proportion of the targets could 
be met. However, because the number of active clients will have to increase more than 100 
percent (in 21 months), they might not be fully achieved by September 1996. 

An immense amount of donor resources for microenterprise credit exists in Honduras. 
Access to credit will not likely be a bottleneck for the NGOs, and thus Covelo's resources 
will not be demanded given that they do not have competitive terms and conditions. Instead, 
the main constraint will be the capacity of the NGOs to utilize these resources effectively - 
a concern mentioned by all of the donor institutions. 

Operational Structure 

Efficiency and productivity in most apex organizations is as important as generating income 
from the services that it provides. Covelo must review its current structure at the technical, 
systems, and administrative levels to streamline its costs. Although the technical and systems 
personnel may be required during the initial phases of the massification plan, their 
productivity ratios need to increase in the medium term. 

Policies that contribute to ongoing staff satisfaction, such as salaries and benefits, are 
deficient. As a result, Covelo experiences considerable turnover. Once staff are trained, they 
leave for salaries often twice that paid by Covelo. Although this may not result in loan losses 
and delinquency, as in the case of the NGOs, it certainly affects productivity as well as long- 
run viability. Well-trained and capable personnel are essential to a technical assistance 
organization. Without well-trained personnel who can truly offer something of value to the 
NGOs, there will be no demand for its services. Thus salary policies should be revised. 



During 1994, 95 percent of Covelo's income was from USAID donations. Adjusting for the 
surplus at year end, income necessary from USAID to cover its operating expenses 
represented 92.5 percent of its total expenses. 

The credit component has not generated the income envisioned and thus sustainability has not 
been a reality, Covelo embarked on its massification program with the objectives of 
expanding outreach and improving self-sufficiency of both itself and .the NGOs. The 
expectation was that if the NGOs expand, they will require additional resources that could be 
provided by Covelo. This strategy, although in the right direction for the NGOs, does not 
seem realistic for Covelo in terms of its self-sufficiency expectations, given the immense 
amount of funds available from other sources at much more competitive terms and conditions. 
Therefore, the credit component should be reprogrammed. Options may include some of the 
following: 

- An alternative proposed by USAID is to establish a parallel direct lending program in 
Covelo using the solidarity group lending methodology. This proposal poses a potentially 
problematic issue in that the NGOs will likely perceive Covelo as a disloyal mmpetitor 
(as well as AND1 and USAID) if it targets the same market segment. Thus, care must 
be taken to target a different clientele - for example, loans greater than $300 or male 
entrepreneurs; or 

- Establish an incentive plan that could be structured as a loan facility that capitalizes the 
NGOs. Interest could be capitalized by the NGO and capital repaid to Covelo for use in 
its future activities such as direct lending to MSEs, additional loans to NGOs, or technical 
assistance. Disbursement andlor approval could be contingent on meeting certain criteria 
established by USAID (performance incentives). 

USAID dependency has limited Covelo's program diversification and growth as well as its 
viability. It would seem from interviews with personnel at other donor organizations that they 
would welcome Covelo participation in institutional strengthening activities and that they 
would consider channeling resources either directly or indirectly to them. It is the consensus 
of the evaluation team that a dramatic change in Covelo's strategy is required that builds upon 
its strengths as an apex organization and incorporates income generating mechanisms for the 
technical assistance services it provides. In that regard, Covelo needs to rethink its role and, 
especially, how it will package its services, at what cost, and who will or should be its 
clients. 

The need to establish a fee-based service is crucial to Covelo's future. There is a perceived 
need for its services and the institutions must be motivated to pay for this. A mix of services 
- technical assistance services, workshops, and training - would mean sources of income ' 

for the institution. Technical assistance services could be provided in such areas as systems 
development, the role and composition of the board of directors, strategic planning, 
organizational structures, financial administration, cost controls, and portfolio management. 

Other donors and funding institutions require efficient and competent NGOs. Thus, there 
seems to be an important role +hat Covelo could play in providing institutional strengthening. 
This would obviously assume that these institutions would be willing to fund the technical 
assistance initiatives. Covelo should aggressively look for ways to tap into these sources. 



Covelo also needs to promote its services among othur clicntu. Many NOOs in 14onduras 
provide financial services to MSEs, and they could tukc advantage of Covclo'u services ill 

systems development, training, and so forth. 

NGOs 

Methodology 

c The individual lending 'methodology used by ODEF, IDH, and HdeH disburses loans based 
on character, capacity of repayment, and collateral (or guarantee) rather than on group 
guarantees. The concentration of the loan officers is primarily on loan approval and 
disbursement. In theory, credit monitoring, supervision, and collection by the loan officer 
are an integral part of the methodology, but in practice they are not priority activities, given 
the limited experience of the credit officer. Thus, the institutions have hired separate 
collection officers for nonperforming loans to more effectively manage delinquency problems. 
In most successful microenterprise programs, loan officers are responsible for the entire 
cycle. Strengthening along these lines should be considered. 

The village banking methodology developed by FINCA (John and Marguerite Hatch, 1989) 
has been modified to reflect both the operating procedures of each of the organizations and 
the local economic, cultural, and social conditions of the target population. The 
methodology, as adapted by FINCA and WRH, has been far more effective than early 
variations used by ODEF and IDH. In 1994, ODEF and IDH revised their methodology to 
one more closely aligned to that of FINCA. This should improve their performance. 

Although the goal of graduation has generally been abandoned, FINCA, WRH, and ODEF 
have had a limited number of banks that have graduated to the formal financial sector or have 
evolved into self-financing village banks. None of IDH banks have graduated. 

Experience has shown that village banks are relatively easy to establish in communities that 
are stable and cohesive. Such as been the case for the NGOs in areas outside of the major 
urban centers. Establishing and maintaining banks in the transient-filled urban areas have 
proved to be much more difficult. In this situation, the use of peer pressure to encourage 
repayment has not functioned well. A recommended adaptation would be to incorporate small 
sub-groups within the village bank. 

0 The keys to successful village banks are cohesion, leadership, and financial management. If 
a village bank is unable to resolve conflicts or manage its accounts, it will likely disintegrate 
or have excessive membership turnover. In the context of the Honduran environment where 
illiteracy rates are quite high, substantial training efforts are required in addition to extensive 
supemision in the b&' cariy years. 

Internal account management is considered key to the village bank methodology and its goal 
of empowerment. The result has been many cases of theft and financial :mismanagement. 
The extent of losses incurred by the village banks could not be ascertained. However, 
delinquency rates were reviewed using NGO records and the records of 20 village banks. In 
reviewing the records, some banks obviously appear considerably more capable than others. 



Hccomnle~ldcd adaptations to tllc internal account methodology would be the following: 

-- Dclay tf~c management of the internal account until the village bank has sufficient 
cxpcricncc in cffcctivcly managing its operations. Minimum experience requirements 
fihould be at least onc year; and 

- Impose a minimum reserve requirement on the savings, not for the purpose of providing 
the: NGO with collateral but for the purpose of protecting the depositors. Just as banks 
are required to maintain minimum reselves to protect their depositors, so should the 
village banks. The reserve requirement should be higher in the earlier stages and slowly 
decline: as the village bank demonstrates its competence. 

The total number of active borrowers reached by the five NGOs combined totals 15,147. 
Based on current estimates of the size of the sector (approximately 165,000), the five NGOs 
are reaching only 9 percent of the market. The consultant team believes that the estimated 
size of the sector is in excess of 250,000 enterprises. Assuming this as the case, only 6 
percent of the potential market is being reached. 

The outreach achieved by the NGOs using the village bank methodology has been far greater 
than that achieved by those using the individual lending methodology. In terms of active 
borrowers, village banking borrowers outnumber individual lending borrowers by a ratio of 
8: 1. At the same time, the depth of the village banking's reach into the community has been 
deeper. The average loan amount ratio relative to individual lending is approximately 1:9. 

FINCA, WRH, and HdeH have achieved high rates of repayment, with levels of delinquency 
(portfolio-at-risk ratios less than 10 percent) and low levels of long-run loan losses. ODEF 
and IDH, on the other hand have had higher long-run loan losses and delinquency ratios. 

Credit Procedures 

All of the NGOs have encountered several problems in these areas. Although some are 
clearly more efficient than others, each has its own bottlenecks. Covelo should continue 
working extensively with the NGOs to uncover and address such deficiencies. 

Methodological issues aside, the credit promotion and analysis process itself has not been 
uniformly applied in any of the NGOs. Despite the existence of stated policies, they have 
often been disregarded. Measures are being taken at all of the NGOs to improve the 
promotion and credit analysis procedures. 

Loan documentation and disbursement generally appears adequate in each of the NGOs. 
However, in some cases, the disbursement processes represent insufficient control or 
deficiencies - conducting transactions in cash or designation of approved check signatures, 
for example. If in the rural areas transactions at the village bank level are going to be 
conducted in cash, it is recommended that the NGO adequately supentise and audit their 
operations to protect against fraud. 



In the case of village banking, the promoter is responsible for supervision of the village bank 
and collection of the loans at the group level. The promoters have been widely criticized for 
their inability to manage groups, their deficiencies in forming groups with sufficient cohesion, 
and so forth. However, supervision at all levels has represented a problem for the NGOs. 
Although measures are being taken to improve the situation, increased training of personnel 
is recommended. 

In some cases, prornoters/loan officers receive the payments and savings from the borrowers. 
Only FINCA's borrowers consistently make their payments at FINCA's commercial bank. 
Such a system has its costs in terms of the borrowers' transaction costs and so forth, but the 
costs of not having it can be considerably greater. It is reconmended that the promoters or 
loan officers, under no circumstances, receive cash payments from their borrowers. 

Operational Structure and Productivity 

The organizational structure of each of the NGOs consist of a head office supported by three 
to five branches in the regions they serve. The branch offices are small - a structure 
appropriate for geographic expansion. Departmental functions, for the most part, include 
the executive director, the department of finance and administration, and the programkredit 
department. Internal audit departments are being established or strengthened in each of the 
NGOs. 

Generally, the organizational structure of each NO0 appears to be adequate for its current 
operations, but needs to be strengthened prior to expansion. However, the established 
hierarchy and organizational verticality might be hindering efficient internal communications. 
An example of this would be the highly centralized operations and decision-making 
procedures of the institutions that grant almost no authority to the lower chain of command 
or operational staff. Some degree of decentralization should be considered by the NGOs. 

FINCA's and WRH's ratio of promoters to total personnel (63 percent and 66 percent, 
respectively) is strong. ODEF, IDH, and HdeH, on the other hand, have excess 
administrative and supervisory staff. Their ratios of promoters to total personnel are 34 
percent, 30 percent, and 27 percent, respectively. ODEF, IDH, and HdeH need to bring 
these ratios more in line with industry standards either by expanding operations or dismissing 
excess staff. 

FINCA's and WRH's productivity in terms of active clients is noteworthy, despite the fact 
that the number of village banks per promoter is below their targets. The productivity of 
ODEF's promoters and loan officers is also adequate. HdeH's productivity ratios appear low, 
but since there operations are rural-based, it may not be possible to increase them as much 
as those of the other NGOs. Productivity of IDH's promoters and loan officers appears 
extremely low. 

The NGOs' boards of directors appear to be in either stage 1 or stage 2 of their evolution 
(Drake, Otero 1992). That is, the boards are composed of individukls with interest in 
development who set major parameters for operations, but spend little time reviewing 
operations; or the boards consist of private sector representatives oriented towa~d self- 
sufficiency, but exhibiting no strong leadership or visionary qualities typical of an expansion- 



led approach. Active and effective boards are essential to successful microentcrprisc 
programs. Thus, to the extent possible, it is recommended that the boards be strengthened. 

Financial Management Capacity 

Although some NGOs clearly demonstrate more capacity than others, the financial 
management capacity of all the NGOs needs strengthening. All require some degree of 
ongoing assistance in financial planning and financial management bel.it from the IDB 
consultants or Covelo. 

Human Resources 

Each of the NGOs, with the exception of HdeH, has demonstrated weaknesses in human 
resource management and this has resulted in considerable turnover rates. The personnel 
turnover, in turn, has had a demonstrable impact on overall performance. Salary levels should 
be carefully reviewed and incentive plans should be considered. The tendency is to pay low 
salaries in an attempt to achieve self-sufficiency. However, the effect is likely the opposite, 
since the effect of turnover is increased costs in terms of lower productivity, higher 
delinquency, and so forth. Adequate training of personnel is also recommended. 

MIS 

The computerized information system installed (or currently being installed) at each of the 
NGOs is, in its present state, inadequate for a large-scale credit operation. This has been 
recognized by Covelo and it is in the process of reprogramming major changes in anticipation 
of the massification plan. Changes includc putting the system on-line and creating network 
capability. 

Computerization alone does not make an effective information system. Effective information 
systems require the following elements: accuracy, timeliness, relevance to management 
decisions, and availability to the people who need them (Rhyne, Rotblatt, 1994). Based on 
these criteria, the NGOs' information systems, with the exception of FINCA's, are 
inadequate. 

The accounting systems are not used uniformly or effectively by the NGOs. Financial 
statements can be generated in a timely manner, as is evidenced by FINCA. Yet the other 
NGOs often experience delays of 1-2 months. Moreover, there appears to be little review for 
accuracy by the NGOs, again with the exception of FINCA. Information generated by the 
portfolio administration system is reasonably reliable. In addition to improving the quality 
and consisteiicy of their ififoimaiioil, it is recommended that the NOOs report on their 
financial performance in accord with generally acceptable standards, particularly with respect 
to loan loss provisions and write-offs, for example. 



~inancial Aspects 

The financial structure of all of the NGOs consists of equity (generally funded by donations) 
and loans from local sources such as FHIS. Donations have funded operating costs, fixed 
assets, and investments in the portfolio. Although loans from local sources have not been at 
commercial terms, they have been at interest rates above or reasonably proximate to the 
average inflation rate. The leverage ratios at year end for the NGOs ranged between .04: 1 
and 3.72: I .  

Operational self-sufficiency is defined as total income from operations divided by actual 
financial and operating costs (including loan loss provisions). Financial self-sufficiency 
includes the imputed capital costs, that is, the costs of inflation. Based on the above, only 
WRH is operationally self-sufficient. WRH has no financial costs and its level of loan losses, 
and thus loss provisions, was extremely low. If it were not for loan losses and thus loss 
provisions, FINCA and IDH would have been very close to operational self-sufficiency (99 
percent and 93 percent, respectively). Financial self-sufficiency of the NGOs, on the other 
hand, was 62 percent or less. To achieve financial self-sufficiency with the current pricing 
structures, inflation must decline and the institutions must minimize their delinquency and 
loan losses and streamline their operations to become more operationally efficient. 



SECTION FIVE 

LESSONS LEARNED 

The institutional capacity and system development in most NGOs were much lower than 
anticipated. During the course of the project, it became clear that the goal of self-sufficiency 
for the number of NGOs originally contemplated would not be feasible unless Covelo's 
human resource base was significantly expanded. As a result, it was deciaed to concentrate 
Covelo's resources on those few NGOs - 5 at any point in time - that offered the best 
prospects for effective use of the assistance proffered. 

Covelo, as a service provider to NGOs, has established an important track record and its 
activities are valued both by its clients (the NGOs) as well as by other donors. However, 
its impact has not been as favorable as would be expected because of the NGOs' lack of 
commitment to implement necessary changes. For example, the management's andlor board 
members' lack of understanding of the benefits flowing to MSEs from effective financial and 
credit policies delayed the implementation of Covelo's recommendations. Moreover, 
management did not always get involved in the implementation process because of lack of 
capacity or interest. Excessive turnover among trained personnel or the assignment of 
unqualified personnel to important tasks also complicated the training process. 

The original project did not plan for the sustainability of Ccvelo, nor did it establish a linkage 
between the technical assistance provided to the NGOs and the funds required to expand their 
portfolios to levels sufficient for operational and financial self-sufficiency. Thus, a' credit 
component was added to the project to increase Covelo's leverage with the NGOs and to 
improve its prospects for self-sufficiency. The loans made under the credit component were 
structured to minimize risk (for example, the re-discount mechanism) and were priced at a 
level sufficient to cover Covelo's operating costs and the devaluation effects of inflation (as 
required by USAID). However, at the same time, other donors were offering subsidized funds 
that were structured much more loosely. As a result, funds disbursed under Covelo's facility 
were much lower thar, expected; hence Covelo's self-sufficiency was much lower than 
expected. 

The conditions of the credit component permits credits of up to only $300; thus, Covelo's 
ability to provide assistance with USAID funds to other NGOs that do not target subsistence 
or very low income level enterprises is very limited. Their client base is limited to a handful 
of NGOs that essentially use the village bank model. 
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ANNEX A 

SUMMARY OF FINANCIAL STATEMENTS 



COVELO FOUNDATION'S GROUP OF PVOs 
FINANCIAL PERFORMANCE 
(Figures in thousand of US Dollars) 

COMPARATIVE BALANCE SHEET 

ASSETS 
Cash and Bank 
Liquid Investments 

Liquid Assets 
Current Loan Portfolio 
Portfolio > 90 days Past Due 

Total Loan Portfolio 
(-) Loan Loss Reserve 

Net Loan Portfolio 
lnterest Receivable 
Other Account Receivable 
Inventory 

Current Assets 

Property 
Vehicles and Equipment 
(-) Reserve for Depreciation 

Fixed Assets 

I Deferred Charges and Other Assets 

I Total Assets 

LIABILITIES 
lnterest Payable 
Short Term Loans 
Savings from Clients 
Other Account Payable 

Total Current Liabilities 

Long Term Debt 
Deferred ExpenseslFunds in Trust 
Funds in Trust 
Unearned Income (Grants and Interest) 

Total Long Term LiabilRies 

I Total Liabilities 

EQUITY 
Contributions and Capital Grants 
Accumulated Surplusl(Losses) and Capitalization 

Total Equity 

I Total Liabilities and Equity 

WRH 
1992 1993 1994 

ODEF 
1992 1993 1994 

IDH 
1992 1993 1994 



COVELO FOUNDATlONls GROUP OF PVOs 
FINANCIAL PERFORMANCE 
(Figures in thousand of US Dollars) 

INCOME AND LOSS STATEMENTS 

Operating lncome 
lnterest income from loans 
Fee income from loans 

Financial lncome irom loans 
Other income from loans 
lnterest income on savings 

Total lncome from Operations 

Financial Expenses 
lnterest Expenses 
Fees 

Financial Costs of Loans 

press Financial Margin 

Credit Operating Expen~es 
Personnel (salary, beneffls) 
General administration expenses 
Depreciation 

Subtotal Operating Expenses 

I ~ o a n  Loss Provisions 

I Total Operating Expenses 

l ~ e t  Operating Margin (Credit) 

Nonaperating lncome 
Operating Grants 
Income from other senrices 

Total Other lnc~me 
Nonaperating Expenses 

I Net Income (Other) 

l ~ o t a l  Net Margin 

Imputed Capital Costs 
(+)Concessionary Loans 
(+)Equity 
(-)Fixed Assets 

FINCA WRH ODEF IDH HDH 
1992 1993 1994 1992 1993 1994 1992 1993 1994 1992 1993 1994 1992 1993 1994 



COVELO FOUNDATION'S GROUP OF PVOs 
FINANCIAL PERFORMANCE 
(Figures in thousand of Lempiras) 

COMPARATIVE BALANCE SHEET 

ASSETS 
Cash and Bank 
Liquid Investments 

Liquid Assets 
Current Loan Portfolio 
Portfolio > 90 days Past Due 

Total Loan PoMolio 
(-) Loan Loss Reserve 

Net Loan Portfolio 
lnterest Receivable 
Other Account Receivable 
Inventory 

Current Assets 

Property 
Vehicles and Equipment 
(-) Reserve for Depreciation 

Fixed Assets 

I Deferred Charges and Other Assets 

I Total Assets 

LIABILITIES 
lnterest Payable 
Short Term Loans 
Savings from Clients 
Other Account Payable 

Total Current Liabilities 

Long Term Debt 
Deferred ExpenseslFunds in Trust 
Funds in Trust 
Unearned Income (Grants and Interest) 

Total Long Term Liabilities 

I Total Liabilities 

EQUITY 
Contributions and Capital Grants 
Accumulated Surplusl(Losses) and Capitalization 

Total Equity 

1 Total Liabilities and Squity 

FlNCA WRH ODEF 
1992 1993 1994 1992 1993 1994 1992 1993 1994 

IDH HDH 
1992 1993 1994 1992 1993 1994 



COVELO FOUNDATION'S GROUP OF PVOs 
FINANCIAL PERFORMANCE 
(Figures in thousand of Lempiras) 

INCOME AND LOSS STATEMENTS 

Operating Income 
Interest income from loans 
Fee income from bans 

Financial lncome from Joans 
Other income from loans . 
lnterest income on savings 

Total lncome from Opeuations 

Financial Expenses 
Interest Expenses 
Fees 

Financial Costs of Loans 

I Gross Financial Margin 

Credit Operating Expenses 
Personnel (salary, benefits) 
General administration expenses 
Depreciation 

Subtotal Operating Expenses 

I Loan Loss Provisions 

I Total Operating Expenses 

I ~ e t  Operating Margin (Crrdl )  

Non-Operating lncome 
Operating Grants 
lncome from other services 

Total Other lncome 
Non-Operating Expenses 

I Net lncome (Other) 

l ~ o t a l  Net Margin 

Imputed Capital Costs 
(+)Concessionary Loans 
(+)Equity 
(-)Fixed Assets 

FINCA WRH ODEF 
1992 1993 1994 1992 1993 1994 1992 1993 1994 

IDH HDH 
1992 1993 1994 1992 1993 1994 



ANNEX B 

SCOPE OF WORK 



PIO/T SBII Special Evaluarlon 
Page r~urnber 4 of 15 pages 

SiblALL BUSINESS 11[ PROJECT 
SPECIAL PROJECT ASSESSiMENT AND 

P L A i G  FOR SUSTAINABUITY STUDY 

SCOPE OF WORK 

Two distinct project components of the Small Business II Project (No. 522-0241) will be 
reviewed. These project components are the Cooperative Agreement (No, 522-0241.01) signed 
with the National Association of Indusuialists (Spanish Acronym: ANDI) and the Grant 
Agreement (No. 522-0241.03) signed with the National Foundation for the Development of 
Honduras (Spanish Acronym: FUNADEH). The total USAID funding for the AND1 
Cooperative Agreement is 35.7 million and $3.0 million for the FUNADEH Grant Agreement. 

The Small Business II Project was signed on August 30, 1988 and the Project Assistance 
Completion Date (PACD) is September 30. 1996. The Grant Termination Date for &iDI and 
FUNADEH are September 30, 1996 and September 30, 1995 respectively. 

PURPOSE OF THE REVIEW 

USAIDIHonduras, ANDI and FUNADEH are interested in carrying out a special assessment to 
identify issues that affect the ability of the implementing agencies to become profitable 
institutions with fhe capacity to scale-up their service and reach a significantly larger number of 
clients. The special assessment will identify the institutional and financial development 
constraints and opportunities of the various implementing institutions.' The focus of this 
assessment will be to review the administrative, management, financial, methodological and 
project implementation issues that inhibit the organizations' capacity to achieve greater outreach 
and provide cost-effective services to its clients. 

The implementing agencies will utilize the results of the special assessment to make the 
necessary adjustments and/or transformation to their program vision, strategic planning, 
organizational structure, operational and methodological procedures and policies. 

- 

AlWI created the Jose Maria Covelo Foundation to manage its second tier facility rha 
provides technical assistance and liquidity to selecred microfinance PVOs. The Covelo 
F o M o n  is cumenriy working with the pitmint f i e  W O s :  F a w o n  fot 
International Community Assisrance in Honduras (FINCA/Hondurc~s), World Relief (WR), 
Women Entrepreneurial Development Organization (Spanish Acronym: O D W ,  Instlotwe ' 

for the Development of Honduras (Spanish Acronym: ID@ and, Honduran Brorherhood 
(Spanish Acronym: HdeH). 



PIOn SBll 3Sj~ecial Evulurrtion 
Page number 5 of 15 pages 

USAIDIHoriduxas will utilize the assessment zo formulate a project extcwion (or flew project) 
that will permit selected PVOs to sfncturally transform or cvoive into institutions that will 
substantially increase their program outreach by tapping privatc sector funds, 

The Small Business I1 Project supports the Mission's Strategic Objective No, 1,  which seeks to 
enhance the economic participation and increase the incomes of the poor, The project 
contributes to the advancement of Program Outcome No. 1 which provides for expanded access 
md opportunities through the empowerment of h e  poor. It is expected that the increased access 
to fmncial and non-financial services will permit the micro and small enterprises to expand their 
production leve!s, increase family incomes and provide new employment oppo rrunities. 

The project goal is to increase employment and expand production. The project purpose is to: 
(1) strengthen and expand an institutional system that will increase md improve the supply of 
credit, training, technical assistance, and services to small scale enterprises ((SSEs); and (2) 
improve the poiicy and regulatory environment in which SSEs operate, 

The Project provides assistance to organizations serving micro and small business:es, mostly self- 
employed women. Assistance at the microenterprise level has been channeled through two local 
organizations: Advisors for Development (Spanish Acronym: ASEPADE) and ANDI. 
ASEPADE provided credit, training and technical assistance directly to microenterprises. This 
Grant Agreement ended in June 1992. ANDI through its administrator, the Cove10 Foundation, 
functions as a second tier facility providing technical and f m c i a l  assistance to selected Private 
Voluntary Organizations (PVOs) involved in microfmance. Assistance at the small business 
level has focused on two institutions: FUNADEH and FOPEME. FUNADEH, with a home 
office based in San Pedro Sula, provides credit and training to small businesses. FOPEME, a 
loan and guarantee program through the Central Bank, provided small business lending and 
guarantee through the formal banking system. The FOPEME component ended in September 
of 1993. 

This assessment will concentrate on the two institutions which remain active under the project: 
ANDI/Covelo and FUNADEH. 

1. ANDVCOVELO: ANDI created the Jose Maria Covelo Foundation to manage its 
microenterprise program. A management agreement (approved by USAID/Honduras) was 
signed between ANDI and the Covelo Foundation2. This agreement gave full implementation 
responsibility to the Covelo Foundation. The Foundation operates as a second floor organization 
broviding financial and technical assistance to five PVOs. These PVOs in turn provide credit, 
f 

training and technical assistance directly to microenterprises that have good business prospects 

- 

Throughout the document, ANaI and the Covelo F o u ~ o n  are used inrerchangeabty. 
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but, for the most pan, have "unbankable" projects due to inadequate or insufficient collateral 
md/os no prior commercial bank expcriencc. The PVOs' credit programs seek not only to make 
resources available to the microenterprises but also to ensure that the programs art: fmc ia l l y  
self-sufficient. 

The AND1 grant was amended in 1993 to enable it to consolidate the microbusiness program of 
five PVOs that have viable credit programs, With the amendment, a second tier lending facility- 
was established in the Covelo Foundation to provide liquidity to those PVOs that made l o w  of 
up to $300, USS3.0 million have been programmed for financial assis~ance to help expand the 
credit programs of five selected PVOs. This assisunce serves two purposes: (1) the selected 
PVOs will be able to increase the size of their portfolios in order to achieve self-sufficiency and 
(2) ANDIICovelo will generate additional resources to cover ils operating expenses for its 
lending facility, The Covelo Foundation through its PVQ network expects to provide f m c i a l  
services to approximately 30% of the potential target pot-  lat ti on by the end of 1998. 

As of September 1994, the five PVOs assisted by the Cove10 Foundation have a combined 
portfolio of more than L13.2 million serving 15,151 active clients. Eighty-five percent (85%) 
of the beneficiaries rcceive fmncial services through the village bank methodology. Two 
organizations (FINCA and WR) serve 79% of the active borrowers assisted by the PVO 

Table 1 
PVO NETWOZU PORTFOLIO 

Sevtember 1994 

BLs. 
Porctolio Village Bks. L6.5 Millions 3 s  2.5 0.4 10.1 0 
Individual Loans 2.222 0 0 617 1 968 637 - 

1 I I 1 I I 

individual Pomblio I L6.7 Millions I 0 I 0 I 2.7 I 1.8 I 2.2 
1 

Total No. of Chcncs 1 15,151 7,040 4,986 1,413 1 1,075 637 
T0.A Ponfoho 3.2 Millions 3.5 2.5 3.1 1 1.9 2.2 

2. FWNADEH: Under the Small Business I1 Project, the Mission initially gave 
FWNAUIEH a $2.0 million grant to assist it in consolidating its credit program in order to 
become self-sufficient. In 1990, FUNADEH was the first Honduran PVQ to reach financiid 
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self-sufficiency covering all of its cost3 associated with the loan program, The Mission 
signed an amendment with FUNADEH in December of 1992, to assist it to expand its 
microenterprisc program to the City of Tegucigalpa4 aud achieve self-sufficiency of this 
regional office by September 1995. During the rust half of 1995 USAIDIFUNADEH will 
jointly explore the viability of assisting FUNADEH in creating a commercial bank fcr small 
and mlcroenterprises. The objective is to expand FUNADEH's outreach and provide h l l  
financial services to small and microenterprises with locally generated funds, Savings would 
be the main mechanism utilized to capture funds from the public at large and transfer them to 
micro and small business clients. Under the Small Business 11 Project F U M A ~ E H  has made 
4,985 loans for L,66.7 million. It currently has a portfolio of L21.3 million serving 1,632 
active clients. Its percentage of payments in m e u s  over 30 days is 4.8%. 

The quesiions that follow represent the key management questions which USAlD/Honduras 
Is interested in answering in this special assessment. They pertain to the following 
institutions: 

* TIte IPoverdy lending1' PVOs which retail micro loans to end users: FINCA, 
WR, HdeH, ODEF and IDH 

* m e  poverty lending second story facilily which provides loans to the poverty 
lending PVOs: MDI/Covelo 

I The smaU business lending f o u n W n  which retails loans to small 
I businesses: FUNADER 

ORGANIZATION VISIONMANDATE 

What does each of the 6 retail PVOs see as its mandate? Is it compatible with 
USAID's interest in promoting increased scale and profitability? Are the mandates 
%hared among the organizations' home and field staff? 

PROGRAM METHODOLOGY 

How should the loan methodologies utilized by the retail PVOs be modified to permit 
them to expand their outreach and profitability? 

As of 1993, FUNADEH has covered direct and indirect cost, cost of cdpitd Md i n ~ a n .  

' rite Tegucigalpa Regional m c e  oficialQ opened on Juty 30, 1993. 
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What can all of the seven organizations do to reduce their costs of financial services? 
What lessons can be learned from the two PVOs that are self-sufficient? 

What aspects of the village banks program methodology used by FINCA and WR 
could be improved and how? Is the management of the internal account reliable? 
What could be done to improve its management? Would the consultants recommend 
changing the intern1 account methodology? !Ahat are the alternatives? Should 
UStUDIHonduras encourage new PVOs to utilize the village banks rne$odology? 

Given the demonstrated importance of deposit services, what could the PVOs do, as 
non-bank institutions, to offer savings alternatives to their clients? 

Are there other high demand services which the PVOs could offer their clients? 

Should the Covelo Foundation evolve into a competing microflnance institution, bank 
or other form of fmncial intermediary? If so, what are the implications for the 
Covelo Foundation and the PVO network? 

Is the eligibility criteria of the Covelo Foundation for lending and technical assistance 
too loose or too stringent? Should the criteria be modified? If so, in what ways? 
Should Covelo modify its fee for technical assistance a d  how? Should it charge for 
training? 

Are the selected lending PVOs likely to be sustainable by September 30, 1996? Do 
the programs maintain full-cost pricing policies? Are the interest rates charged by the 
6 microfinance PVOs sufficient to make them operationally self-sufficient? If not, at 
what portfolio level and interest rate will they break-even? At what portfolio level 
and interest rate will the PVOs become profitable? Assuming the volume of lending 
remains at present growth trends, how much higher do the interest rates need to be in 
order for the six PVOs to be profitable? 

Are the delinquency rates in the 6 retail PVOs "acceptable"? What should the target 
be for each PVO? 

Do the PVOs have adequate management information systems in place? Do these 
provide critical decision-making and oversight information on a timely manner to 
management? The contractors should examine the information system (program 
statistics and financial reporting) of the 7 PVOs and recommend changes that will 
provide better financial data, impact information and program indicators. 

Do the financial statements of the microflnance PVOs accurately reflect fhancial 
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operations? Should the f m c i a l  statements of the 6 retail PVOs be adjusted? If so, 
what modifications would the consultants recommend? 

The Covelo Foundation is not yet covering its costs. What actions need to be taken 
for the Covelo Foundation to become self-sufficient in the near future? Is the interest 
rate charged by the Covelo Foundation to the PVOs to high, to low or is it 
appropriate? Please explain. Should the Covelo Foundation adjust its credit policy? 
If yes, how?. Are there enough eligible clients willing to: a) borrow ,money From its 
liquidity fund; and b) request technical assistance? 

Have other donors undermined the role of the Covelo Foundation? If so, how? 

Covelo: At the moment there is an absorption problem within the network of five 
poverty lending PVOs. Should the Covelo Foundation branch out and lend to other 
types of fmancial intermediaries, such as savhgs and loan cooperatives? 

Is the FUNADEH training program totally self-sufficient (that is, covering direct as 
well as indirect costs)? Does the training program detract management attention from 
the lending program? Is there any evidence that the lending program has suffered as 
a result of FUNADEH's training program, or that the training program has enhanced 
the lending program? 

4,1 Do the 6 retail PVOs have the fxnancial management capability to embark on an 
expansion plan? Is staff proGuctivity and turnover a problem? 

4.2 Are the organizational structures and administrative systems in the 6 PVOs 
appropriate for a lending institution and are they operating well? What could be 
changed for improved program effectiveness? 

5. TECHNICAL ASSISTANCE AND CLIlENT SAarSE'ACTION 

5.1 Are the PVO clients satisfied with the technical assistance offered by ANDYCovelo 
and willing to pay for it? Are the organizations better off as a result? To what extent 
is an improvement in the PVOs attributable to the ANDVCovelo assistance? 

6. FUTURE DIRECTIONS 

6.1 The Mission expects to continue supporting the micro and small business sectors in 
Had-. SBos10 &s p m g g  smL%gj Ix mdX&? Wt p m p m  tizmmts w d d  
the contractors recommend be included in a new project based on their world wide 
experience? 
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6.2 Should USAIDIHonduras support the creation of a specialized bank for small and 
microbusinesses under FUNADEH? Why (and under what terms and conditions) or 
why not? 

7. PROJECT TARGETS 

7.1 To what extent have the project targets been met? Should the project targets be 
revised to reflect what the project can actually expect to accomplish by 9/95? Are 
there issues or problems that are affecting the possibility of meeting the project urgers 
as proposed? Has the project had any significant impact in areas that were not 
originally contemplated in the design? What lessons may be learned from the Small 
Business I1 project experience? 

V. METHODS .&W PROCEDURES 
The contractor will present to the UStUD Project Manager the work plan three days after 
arriving in country. The USAID Project Manager will approve the work plan andlor suggest 
modifications if necessary. The modifications will be incorporated into the work plan during 
this meeting. The USAID Project Committee may at its discretion participate in the meeting. 

The primary source of information to be utilized by the assessment team will be the f m c i a l  
and statistical records of all the impiementing agencies that receive project funding. The 
main implementing agencies have a computerized management information system that may 
be accessed by the contractors. It is expected that this information will be complemented by 1 

project site visits, personal interviews with personnel from the implementing agencies and 
micro and small business clients. 

The assessment team will receive from USAIDIHonduras upon arrival in country, selected 
background material, such as a copy of the Project Paper, the Project and Grant Agreements, 
USAD Financial Reviews, Reports from Contractors, and other working documents The 
Contractors will also have access to additional Project documentation as required though the 
USAID Project Officer. 

It is anticipated that the special assessment will require extensive field work. The assessment 
effort will be based in Tegucigalpa and San Pedro Sula. Field work and site visits will 
require travel outside these two cities. The Small Business Project will provide vehicle 
support for field visits, resource persons and reference documents and materials. The 
contractor is expected to arrange for vehicles in Tegucigalpa and San Pedro Sula, secretarial 
support, and translation services for the reports. 

After completing the field work, the contractor will conduct one day seminars with each of 
the implementing agencies (ANDUCovelo and FUNADEH) to discuss the mjor  findings and 
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recommendations of the assessment. The USAID Project committee may at its discretion 
attend these meetings, 

VI. CObI\IIPOSITION OF REVIJ3W lTAI\II 
The contractor's team must have extensive background and experience in small and 
microbusiness development models, financial services delivery methodologies, 
financiallrnanagernent systems and economic policy development, gender issues and project 
evaluations, preferably in Latin America. 

One Proiect Tern Leader: Spanish language capability at the S-3lR-3 level is required. 
Should have minimum of ten years of general experience in the areas of economics, fmance, 
marketing, institution building and microenterprise. A five year working experience in Latin 
America is highly desirable. Previous USAID microenterprise rind evaluation experience is 
required, knowledge of sender issues in development and prior experience as team leader is 
desirable. The team leader will be responsible for the assessment planning and for the 
preparation of the final report. Estimated time to complete assignment is 23 workdays in 
Honduras and 7 workdays in the home office. 

Two Micro/Srnall Business S~ecialists: Spanish language capability at the S-3/R-3 level is 
required. Minimum of five years experience in Small and Microenterprise development area, 
preferably having worked two years in Latin America. 50 workdays in Honduras is required 
to complete the assignment. 

Translator: 12 work days in home office. 1 

REPORTING REOUIREMEN'I'S 

Format of the reuorts. The team will prepare two written reports (one for 
ANDUCovelo and the PYO network and another for FUNADEH) containing the 
following sections; 

Basic Proiect Identification Data Sheet. ( S z  mahe that follows); 

Table of Contents 

Executive Summary5. The Executive Summary must be a glf-contained document 
and should not exceed five (5) pages. The document must include: - the objectives of the project or program being reviewed; 

I f  the contractor decides, it may present a combined executive summary for ANDIKovelo 
and FWADEH. 
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., purpose of the study; - study method; 
- findings; 
- conclusions; - recommendations; 
- lessons learned; 
- and comments on develop~nent impact. 

Bodv of the reporrs (approximately 20-30 pages) Must hclude: - the purpose and study questions; 
- the economic, political, and social context of the project or program; 
- team composition, field of expertise and role it played in the study, and study 

methods (one page maximum); - findings of the study concerning the questions (any deviation from the scope of 
work must be explained); 

- conclusions; 
- recommendations, and lessons learned in separare sections of the report; 
- and comments on development impact. 

The reports will hclude a description of the country context in which the project or 
program was developed and carried out, and provide the information (evidence and 
analysis) on which the conclusions and reconmendations are based. 

Conclusions should be short and succinct, with the topic identified by a short 
subheading related to the questions posed in the Statement of Work. 

Recommendations should correspond to the conclusions; whenever possible, the 
recomniendations should specify who, or what agency, should take the recommended 
actions. The contractors will distinguish b e m n  "major" and "otherw 
recommendations and limit the former to a reasonable number. 

Also in a separate section, the contractor will include a brief description of 
conclusions and recommendations from ~revious evaluation(s), if any, and a brief 
discussion of how they were used in the implementation of the project. 

bssons Learned should describe the causal relationship factors that proved critical to 
project success or failure, including necessary political, policy, economic, social and 
bureaucratic preconditions within the host country and USAID. These should also 
kiitde a dismsion of the tccimiques or approaches wiich proved most efkctive or 
had to be changed, and why. Lessons relating to replicability and sustainabiliv must 
also be discussed. 
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Discussions of development impact must be included in a separate section of the body 
of the report, and should clearly present the development benefits resulting from the 
project, 

@ -. These are to include at a . . the following: 

the Scope of Work; 

the pertinent Logical Frmework(s), together with a brief summary of the 
current starus/attainment of original or modified inputs and outputs (if these 
are not already indicated in the body of the report); 

list of actions taken, and status of actions not yet taken but still 'considered 
valid by the assessment team, based on the recommendations of an earlier 
evaluation of the project(s) or program(s); 

a description of the methodology used in the assessment (e.g., the research 
approach or design, the types of indicators used to measure change of the 
direction and trend of impacts, how external factors were treated in the 
analysis). The assessment tern may offer methodological recommendations 
for future studies; 

a bibliography of documents consulted; and 

a list of individuals contacted. 

Other appendices may include more details on special topics. 

Submission of Report: 

1. Final Reurn: The Project Team Leader will brief USAID officials and submit 
two drafts final reports in English prior to hidher departure from Honduras.. The 
Report will be separated by institutions, e.g., AM)I/COVELQ and FUNADEH. The 
contractor will prepare an overall assessment of the project and make specific 
recommendations regding problems encountered in project design and 
implementation. Base on the assessment the consultant will recommend whether the 
project should be expanded, modified, or continued as is; and what short and long 
term additional assistance m y  be needed. In addition, the contractor must indicate 
what lessons learned could be derived from this experience, and suggest the elements wm h*=mhB '&g w u  & 'h bt& -2 I?& egg&=, 

The assessment team will submit a draft of sections "H" and "J" of the USAID 
Evaluation Summary (ES) along with the two draft reports. 
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2, Final Report: The contractor will submit the final English report no later tban four 
weeks after receiving USAID's comments. The fml Spanish repom should be 
submitted no later than six weeks after receiving USAID'S comments, 

3 ,  Language: The draft reports shall be prepared in English. The Final Report 
however should be presented in both English and Spanish, 
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Bernai Velarde, Small Busincus Advisor 

Jest Maria Covelo Four~dutiori 

Dorcas de Gonzalez, Executive Director 
Julio Urqula, Deputy Director 
Jaime Argucllo, Consultant 
Patricia Gonzalez, Systems Manager 
Anibal Montoya, Technical Advisor, FINCA 
Ana Lucia Montero, Technical Advisor, World Relief 
Luis Felipe Borjas Espinal, Technical Advisor, ODEF 

FINCA Honduras 

Gladys de Enriguez, Executive Director 
Mario Guity, Manager, Finance and Administration 
Luis Rojas, Financial Management Advisor 
Xiomara Velasguez, Operations Manager 
Rigoberto Rivera, Credit Manager 

World Relief 

Roberto Ruiz Pineda, Executive Director 
Sandra Chavez, Manager, Finance and Administration 
Vidal Sauceda, Manager, Income Generation Projects 
Juan Ramon Breve, Regional Coordinator, Catacamas 
Jaime Abelardo Cruz, Promotor, Catacamas 
Oscar Adrian Moradel, Promoter, Catacamas 
Francisco Mazzoni, Promoter, Catacamas 

ODEF 

Santa de Euceda, Executive Director 
Migual Navarro, Credit Department Supervisor 
Samuel Escoto, Director 

Guillermo R. Martinez, Executive Director (also serves on World Relief Board of Directors) 
Juan Carlos Andino, Credit Department Supervisor 

Jose Luis Pineda, Executive Director 

Inter-American Development Bank 

Patricia Falk, Sector Specialist 



Dr. Hciko Brunkcn, Co-Director, PROCATMER 
Dr. Edmundo Toro, Co-Director, PROCATMER ' 

Juan Ranlon Elvir, Co-Director, PAS1 

Xiomara Ventura, Consultant 

Selected Village Rmk Board of Directors and Credit Corntrrittees 
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